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To The Lieutenant-—Governor 
Of the Province of Ontario 


May it please Your Honour: 


By Order-in-Council, O.C. 1098/77 dated the 20th day of April A.D. 
1977, the Royal Commission on the Status of Pensions in Ontario was 
charged 


1. To study the impact on the economy of different systems 
of financing retirement pension plans and arrangements 
including Ontario's financing and investment role in the 
Canada Pension Plan. 


2. To examine the terms and conditions of existing retire- 
ment pension plans and arrangements, to evaluate their 
effectiveness in terms of present social and economic 
circumstances, and to study the interrelationships among 
the private sector plans, the Canada Pension Plan and 
public employee pension plans. 


3. To make such recommendations in relation to the above as 
the Commission deems appropriate. 


The Commission has completed its work and presents its report for 
consideration as follows: 
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Foreword 


The Royal Commission on the Status of Pensions in Ontario was 
established on April 20, 1977 by the Ontario Government under the Public 
Inquiries Act. The Commission was required by its terms of reference: 


1. To study the impact on the economy of different systems of 
financing retirement pension plans and arrangements including 
Ontario's financing and investment role in the Canada Pension 
Plan. 


2. To examine the terms and conditions of existing retirement 
pension plans and arrangements, to evaluate their effectiveness 
in terms of present social and economic circumstances, and to 
study the interrelationships among the private sector plans, 
the Canada Pension Plan, and public employee pension plans. 


3. To make such recommendations in relation to the above as the 
Commission deems appropriate. 


Five members were appointed to the Commission. Their diversity 
of background and experience reflects the many-sided nature of this 
inquiry. The Chairman, Donna J. Haley, Q.C., practises law in Toronto 
and, since 1974, has been Chairman of the Pension Commission of Ontario. 
She also served as a member of the Task Force on Employee Benefits, 
which in 1974 advised the Ontario Ministry of Labour on amendments to 
the Employment Standards Act. 


Alfred H. Cordell, of London, a chartered accountant, is Vice- 
President in charge of Public Affairs and Marketing Services for 3M 
Canada Inc. He was previously chief financial officer of the company 
and was involved in the work of the Financial Executives Institute on 
Pensions. Donald G.M. Coxe, of Guelph, is a lawyer and Senior Vice- 
President of Mu-Cana Investment Counselling Ltd.; he is also a former 
member of the Canada Pension Plan Advisory Committee. Charles McDonald, 
of Windsor, recently retired as Director of the Retired Workers and 
Community Service Department of the United Auto Workers' Union; he 
served previously as President of his UAW local union. Mr. McDonald is 
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currently President of the National Pensioners and Senior Citizens 
Federation. He was appointed to the Commission to replace Mr. Terry 
Meagher, Secretary-Treasurer of the Ontario Federation of Labour, who 
resigned in January, 1978. Walter G. Upshall, Toronto, retired from 
the T. Eaton Company Limited having served as both personnel manager 
and credit manager, and now operates his own investment counselling 
business. He has served as a member of the Ontario Advisory Council on 
Senior Citizens. 


The Commission therefore had strong voices, not only from manage- 
ment and labour but also from the three major consumer categories: the 
employed, the self-employed, and the retired. Its members also brought 
to bearcecertain relevant financial, legal, and social skills. This 
combination of experience and perspectives was indispensable to the 
Commission's understanding of pension issues. 


Such a diversity of viewpoints admittedly made for lengthy de- 
liberations. Nevertheless, the Commission felt obliged to explore every 
avenue towards consensus within its own membership. That consensus 
has emerged, not without difficulty, but as the ultimate product of 
a common concern for the social and economic objectives involved. A 
remarkable degree of unanimity was achieved by the Commission which 
gives hope for the resolution of the issues in the larger arena of 
public policy making. 


Because of its considerable size, this report will be read in its 
entirety by only a few; others may find only a few sections relevant to 
their particular interests. It is the hope of the Commission, however, 
that the main thrust of its conclusions will stand out clearly from the 
detailed analysis. The following three points, in the opinion of the 
Commission, constitute the essence of its thinking at the close of its 
deliberations: 


- There is a need for a retirement income system which will ra- 
tionalize government, employer, and individual plans for retire- 
ment income. The starting point for such a system must be 
the individual; only then will it be possible to determine 
what roles are appropriate for governments, employers, and 
other organizations. We have noted throughout the report the 
patchwork effect of unco-ordinated initiatives which result in 
unequal treatment for those in retirement and waste of our 
resources. 


- Individual planning for retirement income starts with informa- 
tion about the components of that income. Without full and 
accurate information, no individual can be expected to judge 
how much should be saved from current consumption or in what 
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way savings should be used to achieve the desired objective 
at retirement age and afterward. Disclosure of all relevant 
information therefore is essential, not only for individual 
arrangements such as RRSPs and annuities, but also for the more 
complex group plans: employment pensions and the Canada Pension 
Plan. Only when the individual is well-informed is it realistic 
to speak of measures to expand the area of individual choice in 
providing for retirement income. This provision is equally true 
whether the freedom to choose is exercised in a purely personal 
way, for example in deciding how to use one's own savings; 
through a particular group, as in making one's preference known 
for a type of employment pension plan; or as a voter, in sup- 
porting a political party on the basis of the social programs it 
has implemented or promises to introduce. 


- In the interest of equity in every aspect of an overall system, 
cost-benefit relationships must be recognized, in both the 
design of a particular plan and the interrelationship of that 
plan and other components of the system. Planning must take 
into account long-run as well as short-run costs, so that each 
generation will know that its contribution and benefits are fair 
in relation to those of succeeding generations. Short-run 
solutions must be avoided if they are likely to jeopardize the 
right of tomorrow's workers and taxpayers to economic security 
before or after they retire. 
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Introduction 


As noted by the Premier, the Honourable William G. Davis, there 
were compelling reasons for initiating a Royal Commission on Pensions. 
In his announcement to the Ontario Legislature on April 20, 1977, the 
Premier made the following observations concerning the background and 
terms of reference of the inquiry: 


"During the past year, the private sector has encountered criticism 
for its apparent inability to provide adequate retirement pensions. 
Further, it has become obvious that private-sector pension plans 
find it financially difficult, under the existing institutional and 
legislative arrangements, to maintain the real value of pensions 
during periods of inflation. This fact, alongside fully indexed 
Canada Pension Plan and Old Age Security benefits and conspicuous 
fully indexed benefits of federal and provincial public-employee 
pensions plans, has caused some public dissatisfaction with 
private-sector pensions. 


"AS a consequence, there has been widespread pressure to signifi- 
cantly expand the Canada Pension Plan at the cost of displacing 
private-sector pension plans. Such an expansion of the CPP under 
its present financial structure would result in a private-to-public 
shift of capital, increased intervention by government in an indi- 
Vidual's consumption/savings decisions and a much larger transfer 
of income between the present generation and the next. 


"We are approaching a crossroads with respect to the financing of 
the Canada Pension Plan. The Ontario government welcomes views and 
Suggestions as to the appropriate method for financing the CPP and 
what investment policies should be followed with respect to any 
surplus funds that are created. Similarly the Commission will 
solicit opinions on the future structure and investment role of 
public-sector employee pension plans. 


"Before Ontario embarks on any changes to its own pension legis- 
lation, or agrees to changes in the Canada Pension Plan, it is 
absolutely essential to know the economic impact of these changes. 


Pensions involve social, political, and economic issues which are 
as complex as they are significant. The importance and complexity 
of the issues involved require the establishment of a Commission. 
The in-depth investigation of the Commission and its final recom- 
mendatons will provide the government of Ontario with much-needed 
information and will determine the direction in which pension 
policies should be pursued." 


In setting out to fill the mandate it had received to pursue these 
matters, the Commission had the difficult task of adopting an analytical 
framework which, without over-simplification, would give us a systematic 
view of retirement income provisions. It was clear that a purely theo- 
retical approach would be unproductive; we were not dealing with a 
simple commodity provided by a number of producers to a number of con- 
sumers, nor could we expect historical trends to yield a reliable indi- 
cation of future developments if, as we suspected, we were not looking 
at a "system" at all. If a coherent system could be described - or 
created - it was necessary first to determine what components were 
already in place, in what respect they constituted a system, and to what 
extent they could be said to satisfy the needs of individuals and soci- 
ety as a whole. From the statement of the Premier it was obvious that 
we would find many present arrangements that were far from ideal, not 
excluding government-sponsored programs; and that we would hear a great 
many conflicting views concerning the nature of existing problems and 
how they might be resolved. 


Apart from the fundamental question of what retirement arrangements 
are and how they work, there were a number of important public issues 
which cut across the lines of government, employer, and individual pro- 
grams, and required attention at every stage of our investigation. There 
was the overriding problem of inflation: its impact on the living stan- 
dards of the elderly, and its implications for those who are providing 
or would have to provide additional pension dollars to maintain people's 
purchasing power. There was the long-standing question of public versus 
private initiative in providing retirement income, especially in rela- 
tion to the Canada Pension Plan, its benefit levels and method of fund- 
ing. And there were constitutional questions: a provincially-appointed 
body, the Commission nevertheless could not disregard the many ways in 
which Ontario's economy and institutions are interrelated with those of 
the other provinces, or the fact that many of the issues to be examined 
were matters of federal or shared jurisdiction. 


In planning its inquiry, the Commission was aware of the central 
role Ontario has played in the development of two major components of 
retirement income in Canada: the Canada Pension Plan and the regulation 
of employment pension plans. First of all, it is recognized that em- 
ployment pension plans are essentially matters of provincial jurisdic- 
tion under the British North America Act. Accordingly, the Canada 
Pension Plan is a joint federal and provincial undertaking, with Quebec 
electing to establish its own parallel plan and Ontario, like any other 
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province, retaining the right to do likewise. An additional responsi- 
bility is borne by this province by virtue of its population: unlike 
any other single province, Ontario must give its approval before any 
amendment to the plan can go into effect. In the area of employment 
pension plans as well, Ontario has assumed a leading role. Even before 
the advent of the Canada Pension Plan this province had enacted legisla- 
tion to require employers to provide pension plans for their employees. 
That feature of the Ontario Pension Benefits Act was removed in the 
later stages of negotiations for a national program; but the remaining 
provisions - those setting out vesting, solvency and other standards for 
employment pension plans - went into effect and constituted the first 
statute of its kind in North America. Since then Ontario has performed 
a leading role in developing uniformity of supervisory practices under 
reciprocal agreements with other jurisdictions: Quebec, Alberta, 
Saskatchewan, Nova Scotia, Manitoba, and the federal government. 


With all these considerations in mind, the Commission felt obliged 
to examine, so far as possible, every source of retirement income in 
Ontario regardless of legislative jurisdiction and regardless of whether 
or not a particular aspect might be directly affected by government 
policies. This approach required, in addition to research projects and 
hearings, an effort to elicit from the public information and opinions 
that might not otherwise come to light. 


In preparation for formal hearings the Commission placed advertise- 
ments in all daily newpapers in Ontario, and in the farm, country, and 
ethnic press, inviting the public to communicate its views in writing 
and by appearing at public hearings. In addition, invitations were sent 
to some three hundred persons and organizations, including ninety ran- 
domly selected major employers. 


While the hearings were being organized, the Chairman approached or 
was approached by a number of groups with a known interest in retirement 
arrangements and therefore in a position to supply statistical or other 
information that might not be available from other sources, and re- 
quested that such information be included with any submission a group 
might wish to make to the Commission. 


Public hearings were held in Toronto for seven weeks beginning 
February 7, 1978. Further sessions of one to three days were held in 
Windsor, London, Hamilton, Ottawa, Sudbury, Timmins, and Thunder Bay. 
In total, 391 written submissions were received, and more than 170 
personal appearances were recorded. These are listed in Volume VIII. 
Individuals accounted for some 65 per cent of the responses. Others 
included labour organizations (34), professional and business organiza- 
tions (30), senior citizens and pensioner groups (28), social organiza- 
E1ons,.(2))),\ businesses uil2)>. ‘fimancial@institutivons (1:0); .andsother 
public bodies (5). While most provincial and national organizations 
were located in Toronto or Ottawa, individual responses came from across 
the province. 
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A second and completely different contact with the public was made 
through the Consumer Survey, conducted for the Commission during the 
early autumn of 1978. This survey, carried out by Southam Marketing 
Research Services, attempted to determine the awareness of individuals 
in a representative cross-section of Ontario's population of various 
pension and retirement mechanisms, and to what extent their expectations 
had been or were likely to be met in their retirement years. Results of 
this project are cited according to topic throughout the report. The 
report of the survey is published in full in Volume VIII. 


Concurrent with its program of hearings and the Consumer Survey the 
Commission began to engage consultants to carry out research assignments 
in areas which called for professional analysis of the economic, socio- 
logical and institutional factors involved. As work progressed it be- 
came necessary to add certain subjects to the original research program, 
usually in order to seek clarification of facts where public submissions 
revealed sharp differences in perception of important occurrences and 
trends. At several stages the Commission used the services of actuaries 
and accountants in the execution of technical tasks, such as the testing 
of alternative benefit arrangements. 


Much of the research output is directly pertinent to one section 
or another of the report, and is therefore embodied in the text as 
required, and in the accompanying tables and figures. In addition, 
several project reports are reproduced in full, either as appendices in 
various volumes or as background papers in Volumes VIII and IX. 


Format of the Report 


In organizing its report the Commission was mindful of the likely 
needs of various users: for a concise overview of pensions, a com- 
prehensive guide to policy-making, or an in-depth treatment of a single 
program. The following outline indicates the way in which we felt 
It practicable not. only to report fully on the matters referred: to 
the Commission, but to do so in a form that would be as manageable as 
possible to the reader: 


In the first three volumes under the general heading "Design for 
Retirement," we review what is frequently thought of as the "pen- 
sion system": how it has developed and by and for whom; what its 
components are and how they function; and what might be done to 
improve its adequacy and effectiveness. Also included in Volume 
III is a glossary of terms, an index for the three volumes, and a 
compilation of statistics for ready reference entitled "Selected 
Facts. 


Your Income in Retirement appears as Volume IV, in booklet format 
in order to facilitate a more general distribution than is feasible 
for the report as a whole. As the title suggests, this volume is a 
consumer's guide to retirement income arrangements in Ontario: 
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what benefits are available and how they may be obtained; and why 
pensions are Significant even to those who are not yet approaching 
retirement age. 


Volume V is devoted to an examination of the Canada Pension Plan: 
how it may be expected to perform in the future, and the long-run 
implications of its financing, especially for Ontario. 


Ontario public sector employment pensions are described in detail 
in Volumes VI and VII, with special attention to questions of cost 
and accountability. 


Volumes VIII and IX contain background papers not otherwise in- 
corporated in the report. 


A Summary Report has also been prepared containing an abbrevi- 
ated commentary as well as the complete text of the Commission's 
recommendations. 
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Chapter 1 


Entering the ’Eighties 


For the 1980s, the Commission sees changes in several broad areas 
which will affect the approach to retirement income planning. We see 
changes in the philosophical basis of pensions; a changing demographic 
complexion for Canada; a realignment of economic concerns, with far- 
reaching effects on choices between present and future consumption; and 
an increasing emphasis on equity among individuals and among groups in 
society. 


These changes are already reflected in the pension debate and must 
be considered in any comprehensive report on the subject of retirement 
income. 


CURRENT THINKING ON RETIREMENT INCOME 


The provision of retirement income has become a shared respon- 
sibility of the government, the employer, and the individual. Govern- 
ment action through taxation for the Old Age Security program, which 
includes an income tested program for the elderly, the Guaranteed Income 
Supplement and Spouse's Allowance, has been accepted as part of the 
government's anti-poverty responsibility. The Canada Pension Plan, 
created by direct government legislation, is a form of social insurance 
in which today's workers pay the pensions of yesterday's workers in the 
expectation that tomorrow's workers will do the same for them. In the 
private sector, individuals contract with their employers for pensions 
paid for out of current earnings; or they make private arrangements 
according to how they perceive their retirement needs. 


The way in which these three sources of retirement income should 
combine and interact will continue to be the subject matter of much 
debate. The adequacy of the guaranteed minimum for the elderly provided 
by OAS and GIS - with the Guaranteed Annual Income Supplement (GAINS) in 


Ontario - became a major concern in the late 1970s with the public 
realization of the effects of steadily rising prices. The fact that the 
federal guarantees have been fully indexed to increases in the Consumer 
Price Index has not always been seen as sufficient protection. Public 
discussion has revolved around questions of general adequacy, adequacy 
in relation to rising wage levels, and adequacy specific to the elderly 
with perhaps varying needs and wants. As for social insurance, the 
Canada Pension Plan is now widely accepted; its future course will be 
affected primarily by demographic and economic rather than philosphical 
considerations. In the private sector, however, economic and social 
changes have led to examination of the nature of a pension and the 
guarantee of the pension promise. It is in this area then that we may 
expect more fundamental changes in the next decade. 


Long-Service Reward or Deferred Wages 


If a pension is a long-service reward then existing pension plans, 
with their benefit levels geared to long periods of service, are in 
accord with that philosophy. Absolute entitlement to a pension arises 
from long service and age. In these circumstances, the short-service 
employee should not expect any entitlement on termination of employment. 
Tne employer, who is expected to continue in business over the life span 
of the worker, may be presumed to have complete control of the mechanics 
of providing the reward: how the money is set aside and invested, and 
wnat information is divulged to the employees. 


If a pension represents deferred wages, however, it follows that 
the employee must earn some entitlement from day to day, rather than 
suddenly after a lifetime of service. Even if the employer's contri- 
butions, aS in all defined benefit plans, are pooled for the eventual 
benefit of the group rather than allocated to individual accounts, each 
member must be considered as accruing pension credits continuously. In 
its ideal form, a deferred-wage pension plan would provide a benefit 
equitably related to earnings to every member on leaving the plan, 
whether by retirement, termination, or death. With the idea of members' 
equity in the plan appears an obvious corollary: that the members are 
entitled to play the owners' role, to control investment of the pension 
fund, and to have full information about its operation. 


Vesting features, in which termination of employment could give 
rise to a deferred pension, were an early recognition that the long- 
service design did not always fit the needs of all workers. Vesting, 
and with it the notion that pension credits accrue gradually over a 
person's period of service, came to be embodied in law. More recent 
developments, including an increase in job mobility and a perceptible 
growth in public scepticism concerning the structure and performance of 
pension plans have been reflected in demands for both legislative and 
voluntary changes that would give additional effect to the deferred wage 
principle in employment pension plans. 


Submissions to the Commission indicate a widespread acceptance of 
pensions as deferred wages; but the implications of that acceptance were 
not always recognized in the suggestions for changes in pension opera- 
tion. In some cases discrepancies arose purely from cost considera- 
tions. Immediate vesting, for example, may be seen as desirable but 
excessively costly to the employer. In other cases a logical conse- 
quence of applying the deferred wage theory is a completely different 
method of funding, possibly unacceptable to employers. 


"Discrepancies" may be indicative of nothing more than prudence in 
approaching new and perhaps costly solutions; or of a desire to retain 
some minimal long-service element in an essentially deferred wage plan 
structure. Or, as so often happens in a pluralistic society, the new 
philosophy may not be adequately served by the terms commonly used in 
public debate. 


Group Funding or Individual Accounts 


Taken literally, the term "deferred wage" would imply that a pen- 
sion fund is no longer the property of the employer. An important 
question remains, however: in what way should employees share ownership 
and control of the money? It is one thing to remove monies from the 
employer's exclusive control, but quite another to determine how those 
monies may be allocated and invested so as to reflect the interests of 
the employees. Where pensions are purely long-service rewards, equity 
among employees is the least of many problems in the picture; clearly 
there is virtually unlimited scope for reallocating employer contribu- 
tions from those who do not become entitled to benefits to those who do, 
and from the low-cost younger groups to pensioners and those approaching 
retirement. The employer, as a guarantor of the eventual pensions in a 
defined benefit plan, may in fact have undertaken a liability far in ex- 
cess of fund assets at a given time, and may see no necessity to account 
for the use of each member's contributions. By contrast, a literal 
application of the deferred wage concept would see regular amounts of 
money credited to each employee from the date of hiring, with each 
having an absolute entitlement to the value of all amounts so credited 
together with all interest earned during the time the funds were in- 
vested. Not only would the employer have no right to recover any of 
these "deferred wages" but there would be no possibility that an em- 
ployee's share of the employer's money would be reallocated to provide 
benefits for other employees. 


The reality today, however, is that most members of employment 
pension plans belong to defined benefit plans. Instead of accruing 
individual accounts (in dollar terms) they earn pension credits - that 
is, portions of an eventual, specified pension. Employer contributions 
are determined by the estimated cost of benefits for the group, and are 
not allocated to individuals. Since the present cost of a future dollar 
of pension depends on a person's age, sex, and various group character- 
istics, the amount of employer contribution that might be attributed to 


a particular employee will have little or no obvious relation to that 
person's earnings for the same period. In short, the deferral of wages 
is expressed as an ultimate pension entitlement, not as an immediate 
payment by the employer. 


In this form of pension financing - group funding, as it is some- 
times called - wages are deferred in the sense that money the employer 
otherwise would add to employees' pay is used to pay for pension bene- 
fits for the group. The deferred wage approach may be underlined if the 
employee group rather than the employer has effective control of plan 
investments and benefit administration. 


Money-purchase plans on the other hand allocate employer contribu- 
tions directly to the individual, usually in proportion to the person's 
current earnings. It is these monies which, with the employee's own 
contributions and investment earnings, constitute the entitlement of the 
individual at any given time. Whether the entitlement is absolute will 
depend on the vesting provisions. No specific amount of pension is 
promised, Since that can be determined only at the time of retirement 
according to such individual factors as sex, age, and — most importantly 
- interest rates and number of years in the period of accumulation. In 
a money-purchase plan wage deferral seems more visible at the stage of 
payment into the fund, though not in the amount of the eventual pension. 
Also visible to the employee is the growth of his or her individual 
account, including the effect of investment earnings; and the dollar 
value of employer contributions that may be forfeited if the employee 
leaves the plan before vesting is attained. 


If the concept of deferred wages were in fact accepted generally by 
employers and employees, its manifestation as a "philosophy" would still 
be somewhat unclear. Defined benefit and money-purchase plans represent 
two sharply differing interpretations, and will continue to do so even 
if the employer's traditional role is increasingly shared with or relin- 
quished to employees. An appreciation of these distinct mechanisms and 
their evolution is central to this phase of the Commission's investiga- 
tion. The fact that few people or organizations now advocate the use of 
pensions primarily as long-service rewards gives us only a useful point 
of departure for a more detailed examination. It does not, by itself, 
establish a clear-cut philosophical basis for predictions about the 
future or prescriptions for government action. 


Voluntary or Mandatory 


However, retirement income philosophy goes beyond consideration of 
the deferred wage theory and the long-service reward theory. Employment 
pension plans are voluntarily set up by the employer. Where none exist 
employees must make their own arrangements for retirement income. RRSPs 
have been made available for this purpose and in recent years have been 
extensively utilized, especially by those with above-average incomes. 
Again, such plans are voluntary. The question is whether government 


intervention is necessary to ensure pension coverage for all workers. 
At present a million and a half workers in Ontario have neither RRSP nor 
employment pension plan coverage. As a result, proposals for increased 
benefits under the Canada Pension Plan have emerged from government 
studies (the Cofirentes Report and the Special Senate Committee on 
Retirement Age Policies), from union groups and others. Important ques- 
tions have been raised in other quarters, however, about the long-term 
cost of the social insurance program, especially in the light of demo- 
graphic changes already occurring or anticipated. As a result - and 
because CPP financing in any case is due for almost immediate revision - 
the present decade is the time for a choice between further reliance on 
that plan and alternative approaches to improved coverage and benefits. 


Response to Inflation 


The need to protect the purchasing power of pensions adds a further 
dimension to the problem of assigning responsibility for retirement 
income among governments, employers, and individuals. If the responsi- 
bility is the government's, must it respond only through formal pension 
vehicles? If the responsibility is the employer's, should government 
power be used to force inflation protection on voluntary plans? If the 
responsibility is the individual's, at what point must government act to 
ensure adequacy of retirement income? 


If, as the Commission hopes, there is to be a system of retirement 
income involving the co-ordination of the roles of government, employer, 
and the individual, careful consideration should be given to the philo- 
sophical basis on which such a system is to be built. 


DEMOGRAPHIC IMPLICATIONS FOR THE CANADA PENSION PLAN 


The 1980s are years of decision for the Canada Pension Plan. All 
official projections for the plan have shown the first "critical" year 
for the plan - when the benefits paid out in a year exceed the year's 
contributions - to be between 1982 and 1986. A decision must therefore 
be made if and when contributions to the plan are to be increased and if 
so, by how much. Long-range considerations in setting new rates will be 
dominated by the knowledge that, as a result of the post-war baby boom, 
a disproportionate number of CPP contributors will retire between 2010 
and 2030. The resulting "bulge" in the retired group not only would 
mean a very substantial increase in the aggregate amount of CPP pensions 
payable each year, but, with a relatively smaller work-force, could also 
mean a Sharp increase in contribution rates to finance the pay-as-you-go 
benefits. Some see that consequence as inevitable, and advocate a 
complete and immediate change in the funding basis of the Canada plan 
so that each generation of workers would pre-fund its own pensions. 
Contributions would be raised now to a level which, with interest on 
invested funds, would provide the desired benefits and might require 
little or no adjustment over the years. 


As we must approach this vital question without the benefit of 
hindsight, it is important that we apply some caution in measuring and 
evaluating the effects of population trends, especially those of fairly 
recent origin. For example, the more pessimistic predictions of CPP 
costs rely on a projection of the present downward trend in the birth 
rate. But an upswing in that basic population factor in the next decade 
or two would produce a more favourable ratio of workers to pensioners in 
the longer term. An increase in immigration would bring about a more 
rapid increase in the work-force. Significant breakthroughs in the 
treatment and prevention of disease and death among either the old or 
the young could alter the active-retired ratio in either direction. 
And some allowance must be made for changes in patterns of work-force 
participation - by women especially, but also by the older members of 
society. 


Notwithstanding these uncertainties, certain projections of popu- 
lation and work-force are fundamental to the task of setting the Canada 
Pension Plan on a viable long-term course. Answers which take into 
account only today's dependency ratio - roughly one pensioner to seven 
workers — will not stand the test of experience if that ratio changes 
radically. Fifty years from now, according to a study released by the 
Economic Council of Canada (One in Three, Pensions for Canadians to 
2030, Ottawa, 1979), there may be asofewvas three active members = of the 
work-force to support each pensioner. The productivity of that work- 
force on the other hand is the key to the burden which must actually be 
borne. Thus the future of the Canada Pension Plan is linked to the 
future performance of the economy. 


PENSION COSTS AND THE ECONOMY 


Pension solutions which meet an appropriate set of philosphical and 
demographic criteria still must satisfy another basic test: the ability 
of society to pay the costs. How the economy grows - how rapidly, how 
regularly, and how evenly - will affect not only the potential total 
amount available as retirement income at a given time, but in what 
proportions it may be raised from public and private sources, and how 
equitably it may be distributed. 


At the turn of the decade it seems that economic uncertainty is 
more prevalent than at any time since the end of World War II. In such 
a climate those who must make long-term plans and therefore take long- 
term financial risks are understandably cautious. Inflation, apart from 
many other disturbing developments of the 1970s has given rise to a 
great deal of critical examination of pension plans and other provisions 
for retirement income. The "producer's" question obviously centres on 
the future health of the enterprise: will I be ruined by the rising 
cost of final pay pensions or indexing of benefits? Similarly, the 
consumer may well ask whether the eventual pension - from today's de- 
ferred wages or personal saving - will be worth anything in real terms. 


Society as a whole must try to come to grips with both questions as soon 
as possible. We are not allowed the luxury of waiting until all the un- 
certainty is past, since the major decisions about tomorrow's retirement 
income must be made today. 


Proposals for pension reform accordingly should be assessed against 
a range of economic Scenarios; techniques that promise the best results 
in the widest variety of economic conditions clearly are to be favoured 
over those which rely heavily on the most optimistic or pessimistic 
economic predictions. At the same time we must be aware that in some 
important respects a pension system may actually contribute to economic 
growth and so help pay for itself. That reciprocal effect may be seen 
in the constructive use of today's savings for the creation of capital, 
enhancing the ability of the economy to meet tomorrow's needs. An 
effective pension system will also channel more income into the hands of 
the elderly, who are a steadily expanding group of "aggressive con- 
sumers" aS one economist has noted. This in turn should encourage the 
growth of productive facilities to meet the resulting demand, not only 
for the bare necessities but for a great variety of discretionary goods 
and services. 


Lacking either the mandate or the means to solve the economic 
problems that are so much in evidence at this moment - much less to 
comment On various new crises that may transpire in the future - the 
Commission nevertheless feels that a workable system of retirement in- 
come can become a reality during the present decade, and that it can be 
sO designed as to make a positive contribution to economic development 
in both the short and the long term. 


EQUITY 


In the 1980s we may expect continuing calls for equity among indi- 
viduals and among groups in Canadian society. Judgment by the public of 
various arrangements for retirement income will be based on a perception 
of fairness. At present certain inequities exist - or are often thought 
to exist — between the young and old, men and women, high income and low 
income workers, and between pension plan sponsors and members. Some 
movement towards removing these perceived inequities is observable at 
present, although cost considerations are often cited as a reason for 
the slow rate of improvement. 


Young and Old 


Changes in Canada's population growth have raised concern about the 
future funding and contribution structure of the CPP. It is important 
that the plan reflect the long-term effects of the birth rate and immi- 
gration so that inter-generational transfers will be accepted as a fair 
distribution of both cost and benefits as between the younger and older 
groups. 


While looking toward the future, we must not overlook the interests 
and needs of the very large group already retired, including those who 
never were in a position to benefit from the Canada Pension Plan: peo- 
ple who ceased work before the plan went into effect; others who retired 
before 1976 and hence receive only partial plan benefits; and still more 
who had little or no attachment to the labour force but nevertheless 
contributed to society according to their capacities, often as home- 
makers. 


Employment pension plans which continue to lock-in contributions 
without updating of benefits and with emphasis on real benefits only 
for long-service older workers, will continue to foster a sense of 
injustice, reflected in a high rate of job termination among younger 
employees, and a consequent loss of eventual pension entitlement. 


Continuing inflation, even at a more moderate rate, will create 
demands by retired workers for increases in their pensions, and these 
demands will conflict with those of active workers for improved benefits 
at retirement. 


Men and Women 


Legislation requiring equal pay for substantially equal work would 
have important long-term effects on the level of pension benefits for 
women. With increasing participation of women in the work-force, earn- 
ing their own pensions, their traditional position as spouse-dependent 
will change; the relative importance of survivor benefits may gradually 
decline as women obtain more income in their own right. With the re- 
sulting improvement in the position of elderly women, especially single 
women, there will be fewer demands on government programs of income 
supplementation. Other developments in the status of women, including 
legislation and practice affecting the division of CPP and other pension 
credits during or after marriage, are likely to reduce or eliminate many 
existing inequities between males and females, whether those inequities 
arise from pension arrangements as such, or from other occupational and 
social conditions. 


The reality of sharply different life expectancies between men and 
women presents a continuing problem in achieving equality where pensions 
are to be provided from equal accumulations in RRSPs and money-purchase 
plans. 


Special measures are emerging to recognize the particular work 
patterns of women. An example is the proposed child-rearing dropout in 
the Canada Pension Plan. 


High Income and Low Income Groups 


Different components of the retirement income picture today reflect 
a general acceptance of the principle that government programs should be 


directed toward those at the lower end of the income spectrum; those in 
higher brackets are assumed to have proportionately greater responsi- 
bility for their own financial security. This principle is reflected 
not only in the income-tested nature of transfer payments (GIS, GAINS) 
but in the presence of an earnings ceiling in the Canada Pension Plan 
which places a limit on contributions and benefits. The same principle 
is implicit in certain maximums applicable to tax-sheltered RRSP con- 
tributions, and dollar limits on the deductibility for tax purposes of 
pension income and related amounts. Because there can be no single 
boundary between high and low incomes, equity in public programs is cus- 
tomarily assessed according to whether they are progessive or regressive 
and to what degree. Any one program or a combination of programs is 
considered to be progressive if its effect is to redistribute income 
from those with more to those with less. Thus, for instance, the notion 
of voluntary CPP contributions for housewives has met the objection that 
such a provision would mean very little to low-income families, but 
would offer a heavily subsidized benefit for those who could afford to 
contribute. 


The 1980s may see increased use of income tax credits for redistri- 
bution of income. The tax system is available, enforceable, accessible 
to all Canadians whether income earners or not, and based on progressive 
taxation principles. If the diversity of retirement income programs 
ultimately stands in the way of achieving a rationalized system, there 
may be a shift to a guaranteed annual income approach, at least for the 
elderly. 


Pension Plan Sponsor and Plan Member 


Equity in employment pension plans as between the employer-sponsor 
and employee-member still seems difficult to achieve; and even when 
achieved it may be difficult to perceive. Where the employer undertakes 
to provide a pension, or simply to support a given level of money- 
purchase accumulation, that employer's management of the fund is often 
conducted in an atmosphere of deep mystery, at least in the eyes of the 
members. Public concern over the financial stability of some pension 
plans is too easily translated into a lack of confidence in the employ- 
ee's own plan; or a comparison of the nominal interest rates set out in 
that plan with the much higher rates prevailing in the market may lead 
to suspicion that the employer is making money at the members' expense. 


Moves toward more disclosure of plan information to employees 
thus far have been hesitant and frequently confusing. Implications of 
unfunded actuarial liabilities in defined benefit plans are not easily 
explained to the layman, nor is the relationship between employee con- 
tributions and employer costs. If equity is to be demonstrated in group 
funding arrangements (as discussed earlier in this chapter) it becomes 
necessary either to find new techniques for "meaningful disclosure" or 
to have recourse to simpler plan designs. Pressure is also seen for 
more employee participation in decision-making, perhaps through repre- 


sentation on company pension committees. These issues reflect the basic 
and justifiable concern of individuals for security of their future 
income. Answers must be found if employment pensions are to play a role 
of any Significance in a future retirement income system. 


CONCLUS ION 


The thinking and analysis in this report have been shaped by the 
underlying factors just discussed. The Commission's recommendations are 
designed to fit the pattern of change the Commission sees ahead. As 
will be seen from our overview of the problems inherited from the 1970s 
and preceding decades, that pattern of change is the product of numerous 
processes, often related but sometimes conflicting, in which people's 
wants find new forms of expression and begin to be met through adjust- 
ments and innovations of various types and degrees. As with all other 
economic processes, the consumer is at the centre, as the ultimate 
beneficiary of any pension system and the victim of its imperfections. 
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Chapter 2 


Aging, Retirement, and Pensions 


The study of pensions and retirement involves learning about aging 
and the aged. The study of aging has two broad aspects: it refers to 
the life cycle of individuals, and it refers to the life cycle of 
society or to the aging of a population.(1). Unlike individuals, a 
population does not necessarily age or grow old; it may be said to be 
aging when it is not reproducing itself because its fertility rate is 
declining. A population is stable when the fertility rates are such 
that the population replaces itself. The Commission discusses demogra- 
phy in later chapters of the report to ascertain whether Canada's is an 
aging population and the implications for the future. In this chapter 
we will examine individual aging and our social attitudes toward aging 
and retirement. We will then consider the provision of income in 
retirement and the nature of a pension. 


ATTITUDES TOWARDS AGING 


Aging is a gradual irreversible biological process affecting all 
living creatures whereby their organisms change over time as a result of 
the passage of time. Aging may or may not involve physical or mental 
deterioration. Earlier research was based on the notion of aging as 
associated with mental and social decline and physical debilitation. (2) 
Recent work does not support this theory: "No significant mental and 
social decline appears to be due to aging as such."(3) 


There is a correlation between age and biological capacity. Phys- 
ical appearance changes over time. There is a mutual relation between 
old age and disease: disease hastens aging and age renders the older 
person more subject to disease.(4) Current literature as described by 
Robert Clark(5) shows that aging results in slowed perception and 
response and diminished capacity for short-term retention of informa- 
tion. However, the capacity for reasoning and judgment suffers little 
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impairment with age, any slowing of comprehension being counterbalanced 
by greater depth of knowledge. Only relatively small changes in an 
individual's ability to perform in the work place are associated with 
age itself. Compensatory factors may be at work in that as certain 
skills decline others improve; reflexes may slow but judgment may im- 
prove. However the older person has difficulty learning new responses 
and overcoming Old habits. An older person's attitudes are more "set." 


Although aging begins at birth, it affects each person differently. 
As one study observed: "Chronological age, of necessity, is used to 
categorize individuals for administrative purposes but age is a very 
poor predictor of behavior, personality characteristics or attitudes. 
In addition, individual differences among the old are larger than among 
any other age group."(6) Because the effects of aging vary with the 
individual we must be careful to avoid stereotyping the old as feeble, 
dependent, and lonely. Some are dependent and some are not. Some are 
healthy and some are not. 


Daniel Baum(7) describes the negative stereotyping of the aged: 


"The stereotype views the elderly as predominantly sick and dis- 
abled. Their mental faculties are seen as severely reduced; they 
are fixed in their notions and are either inconsequentially garru- 
lous or silent and withdrawn. Their morale is low, they complain 
continually and regret the passing of the old days. This makes 
them disagreeable companions. They have no inclination or capaci- 
ties for activities more demanding than watching television. They 
mostly live alone and are totally isolated from the social point of 
view." 


Simone de Beauvoir comments on other aspects of society's view of 
the aged: 


"They still retain the virtues and faults of the men they were and 
still are: and this is something that public opinion chooses to 
overlook. If old people show the same desires, the same feelings 
and the same requirements as the young, the world looks upon them 
with disgust; in them love and jealousy seem revolting or absurd, 
sexuality repulsive and violence ludicrous. They are required to 
be a standing example of all the virtues. Above all they are 
called upon to display serenity: the world asserts that they 
possess it, and this assertion allows the world to ignore their 
unhappiness."(8) 


These negative attitudes toward the elderly arise on a basic level, 
first from the fact that growing old inevitably leads to the ultimate 
physiological decline and death. Second, society associates youth with 
beauty to such an extent that the old are seen as ugly, and these attri- 
butes are so valued that aging is to be avoided as long as possible. 
The old are complimented on their ability to remain and to look "young," 


12 


or healthy and vigorous. The emphasis on beauty is particularly diffi- 
cult for women who are continually exhorted to be and remain physically 
attractive. Throughout history and literature old women are the least 
admired. (9) 


Third, and perhaps most significantly from a social point of view, 
the old are considered by many to be inactive, unproductive, and 
dependent. "Senior citizens are those usually removed from the 
mainstream of economic life. They are by societal definition not the 
productive members of the community. They represent a drain on the 
community."(10). According to the Concise Oxford Dictionary, the very 
word "retire" means to withdraw, retreat, seek seclusion or shelter, 
recede; to cease from or give up office or profession or employment. 


Part of the reason for society's feelings about the elderly is that 
being productive is so highly valued in our society. In Ontario, 98 per 
cent of men between the age of 25 and 65 are in the labour force.(11) 
Almost 60 per cent of women between the ages of 25 and 65 are in the 
labour force, and if one includes homemaking duties as "work," most 
women are productive. Today there is virtually no leisure class save 
the retired, and work, not retirement, has social status and social 
worth. The Economic Council of Canada's study of the Canadian labour 
market found that 


"studies show that Canadians are strongly motivated to work and 
regard work as the principal vehicle to success. They enjoy being 
productive; they work not only because they have to but also be- 
cause they like to; and the majority obtain some degree of satis- 
faction from their jobs. In terms of their sense of commitment and 
self-fulfilment, Canadians rank work second only to their family 
ties or in some cases, their friends."(12) 


And of course, people rely on income derived from employment for their 
livelihood. Employment income constitutes the bulk of family income. 
Fully 87.3 per cent of family income in 1973 was derived from wages and 
salaries and net income from self-employment. (13) 


Our negative attitudes have made us look upon the elderly as a 
group apart. We do not like the words old, aged, and elderly so we have 
called our aged "Senior citizens" to mask our ambivalence. Not only 
have negative attitudes towards aging contributed to this isolation of 
the old but our social institutions perpetuate this isolation. Yet a 
senior cititzen is not a lesser citizen. 


Perhaps the major factor contributing to the creation of a class 
apart is society's fixation with age 65. Our laws imply that those 
turning 65 are incapable of working or ought not to be working. One may 
be compulsorily retired at age 65. Our public retirement pensions begin 
at age 65, namely Old Age Security and Canada Pension Plan. One obtains 
a special tax exemption merely by being 65. Unemployment insurance 
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premiums cease at age 65. Persons attaining age 65 obtain OHIP coverage 
without payment of premiums, and certain drug benefits are free. In 
addition, a wide range of other benefits are available in the form of 
discounts offered by transportation companies, the entertainment 
industry, and educational institutions. 


We entrench age 65 without regard to the physical capabilities or 
desires of individuals. Our ambivalent attitudes about aging permeate 
our social institutions. On the one hand, because of a distaste for the 
elderly, employers do not want to hire them and on the other, because of 
respect and paternalism, society feels the elderly have worked long and 
hard and may now rest. 


It is time to re-evaluate our treatment of the elderly. It seems 
to the Commission that the elderly should be fully integrated in the 
life process and in social programs. Many of society's customs are part 
of the reason for the isolation of the old and negative attitudes 
towards the old. 


Attitudes Towards Retirement 


In the past, one was economically productive until one died or was 
incapable of working. Today, we have a large group of elderly persons 
who stop working and enter a phase of life called "retirement." Two 
profound changes have occurred which created this situation. The expec- 
tation of life at birth has changed from 18 years under the Romans to 70 
years for men and 77 years for women in Canada today.(14) Since 1941 
alone, male life expectancy increased by 7 years and female life expec- 
tancy increased by 10 years.(15) In 1931 the average age of death was 
about 44 years but in 1971 it was 63 for men and 68 for women. 


The second major change is that our society is sufficiently 
affluent to contribute to the support of elderly dependants. In some 
cultures the old were killed or expelled because the society could not 
afford to support those who became economically unproductive. In our 
own past the unproductive elderly were cared for by members of the 
family. Today society assumes responsibility for the economically 
unproductive. Our relative wealth permits a freedom of choice not 
previously available. 


Retirement is not a satisfactory word to describe the later stages 
of one's life insofar as it connotes withdrawal. It is as difficult to 
define as "old." One may be "retired" and yet continue to work for 
another employer or in a different fashion. A professional athlete may 
"retire" at an early age. To some people one is in the category of 
"retired" simply because one is 65, and to most retirement implies old 
age. 


In a way, retirement is the social adjunct of aging. In social 
science literature there are two main theories of aging: the disen- 
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gagement theory and the activity theory.(15) The disengagement theory 
emphasizes retirement as withdrawal on the part of the individual and 
society. The individual withdraws from commitments to various social 
roles, and society withdraws support from the individual, as in the case 
of compulsory retirement. As a person ages, he or she will have fewer 
interactions with other persons. 


The activity theory holds that continued productivity and social 
interaction are essential to human satisfaction and well-being. The 
theory assumes a continuation of lifestyles into retirement and accounts 
for reduced activity by decreased energy. 


Each theory represents a different perspective on retirement. The 
activity theory, with its emphasis on continued involvement, may be the 
attitude of the future and may more accurately reflect popular opinion 
about what retirement should be. Today's retirees reflect the work 
ethic, and their activities are congruent with their past lives. Early 
retirement today is associated with ill health because its social ac- 
ceptance hinges on the claiming of ill health. Tomorrow's retirees are 
likely to be better educated, in better health, more active, and more 
affluent than today's retirees, and retirement is likely to be viewed 
more creatively. Tomorrow's retirees view retirement as an earned 
privilege, and this attitude will free them to pursue leisure actively. 


Our sociologist Dr. Kubat has pointed out that attitudes towards 
retirement are determined by attitudes towards work and these differ 
from one generation to another. Persons who are middle-aged and older 
today view work as the norm, (housework for females), and retirement 
therefore represents a discontinuity of self-definition particularly in 
males. Dr. Kubat points out that this attitude may change with the 
baby boom generation who were raised in a permissive society and have 
primary ties with their age peers. Today's young adults do not share 
the same traditional outlook on work nor the same work ethos. They may 
drop out of the labour force as alternate support funds become available 
and may alternate employment with other members of the household. 


With the growth of the affluent society and the longevity of its 
citizens, the concept of retirement has come to refer to a time of life 
wnen one may live comfortably without the necessity of earning a living. 
Retirement has become a matter of right and a reward for years of la- 
bour. As a social institution retirement is the "right to an income 
without holding a job."(16) That being the case one must next consider 
how that income is or ought to be provided in retirement. 


INCOME IN RETIREMENT 
In the past if one wanted to stop working one had to have accumu- 


lated sufficient savings or one had to rely upon the charity of others. 
Few people were wealthy enough to have a few years of rest before death. 


15 


People relied upon themselves. Except for municipal relief to indigents 
and the beneficence of employers to long-service employees, formal em- 
ployment pension plans and government programs for the elderly developed 
only in this century. 


A variety Of views were expressed to the Commission concerning the 
respective roles of the individual, the employer, and government in pro- 
viding for income in retirement. The briefs clearly show and the 
Commission agrees that the individual, government, and the employer have 
roles to play in the provision of retirement income. 


Ontario Association of Professional Social Workers, Brief 136 


"It is surely clear that all aspects of any standard of living 
wnich may be conceived for a retired person in our society must 
depend, in the final analysis, upon the individual, his family 
status ;,+his geographical location; Nis =ethnre, cud tUralyvand 
religious background, his health, and a multitude of other factors 
which can scarcely be channeled from individual to individual." 
(page 2) 


Canada Permanent Mortgage Corporation, Canada Permanent Trust Company, 
Beierrisl 


"Canada Permanent is a major financial institution and corporate 
employer, and in both of these roles the company believes that the 
expectation of employees can best be fulfilled by a combination of 
public, private employer and individual systems. The Permanent 
attaches great importance to maintaining the present degree of 
freedom which each corporation has to reward its employees in 
different ways, an integral part of the total compensation being 
deferred compensation in the form of pensions. Further, the 
Permanent believes that the spirit of individual self-reliance 
which has characterized the growth of this country must be main- 
tained, and therefore strongly believes in the provision of vehi- 
cles whereby each individual may make his own saving to meet his 
Own desires and needs during retirement." (page 1) 


Ontario Advisory Council on Senior Citizens, Brief 154 


"Work-related pensions cannot at this time provide sufficient in- 
come for all those in later years. Therefore the government must 
accept the responsibility of ensuring that all senior citizens have 
sufficient income to meet their basic needs." (page 2) 


Canadian Institute of Actuaries, Brief 225 
"The extensive debate on pensions to date has taken place despite 


the fact that a vital ingredient has been missing: the problem has 
not been clearly defined. It seems that a preoccupation with group 
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pension planning has drawn us away from the real problem - individ- 
ual retirement. Group pension planning cannot provide the answer 
to the problem because we are not dealing with one homogeneous 
group or even with a small number of different homogeneous groups. 
We have to deal with several million individual people with their 
Own personal problems, desires and expectations. Retirement, the 
real problem, is an individual social problem, and no group finan- 
Cial programme can ever be a complete solution. (page 1) 


"There are a number of possible roles, not necessarily mutually ex- 
Cclusive, for government in retirement planning. The first is to be 
a provider of benefits. This will be necessary at least for the 
inevitable group dependent upon society for support for any of a 
variety of reasons other than an unwillingness (but not an inabil- 
ity) to work. Governments can, and do, extend their role of pro- 
vider of benefits into areas supplementary to welfare through so- 
Cial insurance plans such as the Canada/Quebec Pension Plans. 


"Secondly, as an alternative to, or supplementary to, the role of 
provider, the government can adopt the role of regulator (e.g. 
Pension Benefits Act) and can also provide important standards such 
aS minimum pension legislation, anti-discrimination legislation, 
minimum normal retirement ages, and initiate trends and social 
attitudes. 


"The role of an employer should be to provide reasonable total com- 
pensation in return for the labour provided by his employees. It 
becomes an individual decision between employer and employee how 
this compensation should be allocated between direct cash compen- 
sation, non-cash current compensation, and indirect or deferred 
compensation to provide sick pay, death benefits, pension and so 
on. (page 14) 


"Finally, there is the most important third party in the planning 
process, the individual. Recent social developments in the welfare 
area, exacerbated by the devastating effects of high inflation on 
personal saving, have created an atmosphere in which increasing 
numbers of individuals have come to rely on someone else to protect 
them. We are in Canada becoming infected by the British disease of 
cradle-to-grave social security. The trend must be reversed and 
the only way is by developing a new store of value for personal 
Saving to enable individuals to become self-reliant again. (page 
iy) 


"It is obviously socially desirable that elderly people living on 
pensions should have an adequate amount of income to provide for a 
reasonable standard of living. This income can come from only two 
sources: 
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(a) intergenerational transfer payments from current producers; 

(b) deferment of some benefits out of current production into 
capital investment in productive resources for retirement 
consumption." (page 17) 


Mr. D. Eastman, Brief 318 


"I look to retirement income to provide the difference between 
Survival and some greater level of comfort. That greater level of 
comfort should be based not on what I would like - but on how much 
current purchasing power and present pleasures I am willing to 
forego to pay for it. The only retirement income I want is one 
that I pay for. Anything else is either private or public welfare. 
By the same token, I don't want any less than what I've paid for." 
(page 1) 


Trust Companies Association of Canada, Brief 361 


"Private employer-sponsored plans have the primary objective of 
generating more adequate income protection for a majority of the 
working population. Ultimately, pensions are designed for indi- 
viduals, and the uniqueness of each person's circumstances requires 
personal responsibility, planning and therefore savings. Freedom 
of choice to plan one's own future retirement highlights the im- 
portance of individual initiative. Individuals have different 
preferences for earlier or later retirement, and different income 
needs during retirement. Voluntary personal savings meet this 
flexibility objective, endorse the principles of independence and 
self-reliance, and permit an individual to balance his current 
spending with savings for future needs." (page II-3) 


Role of Individual 


There is general agreement that retirement is an individual matter 
and that ultimately the individual is responsible for his or her own 
retirement. The Commission places the prime responsibility for provid- 
ing retirement income on the individual. Individual needs and desires 
require flexibility, which cannot be given by group programs or univer- 
sal social programs. 


Secondly, the Commission thinks that self-reliance should be en- 
couraged and rewarded. Although the development of social security 
programs and group benefits and group insurance reflect an increasing 
socialization and reliance on institutions, greater emphasis must be 
placed on individual planning in the future. Our society should not 
reach a stage of social "over-insurance" where individual effort seems 
futile or unrewarding. There should be real economic value to work, and 
to work and save should have greater value than not working and not 
Saving. This principle should be adopted throughout the entire social 
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security network. Government programs must avoid disincentives to 
individual initiative. 


Thirdly, individual planning for retirement results in efficient 
allocation of resources. People then save for their own needs and uti- 
lize savings as they see fit. 


Individuals plan for retirement in many ways. They take advantage 
of the considerable tax savings available through Registered Retirement 
Savings Plans (RRSPs) which are tax sheltered plans aimed at the accumu- 
lation of funds to provide income in retirement. Individuals save in 
ways that may or may not result in a tax advantage. They look to their 
homes as a source of security in retirement. They may look to personal 
Savings as well as investments, annuities, and the like. 


This report will be examining the income of the retired in Chapter 
4 and retirement income from RRSPs and other retirement arrangements in 
Chapter 7. 


Role of Government 


While the Commission emphasizes the primary role of the individual 
it recognizes that "government" or “society" has a responsibility in the 
provision of retirement income. The Commission has characterized three 
general roles of government as an anti-poverty role, a social security 
role, and a social incentives role. 


Generally speaking, most people agree that society should assist 
non-productive people and contribute to the relief of poverty of all 
citizens. Society clearly accepts this anti-poverty role of government 
towards the elderly. The elderly were one of the first subjects of 
social legislation (after disabled workmen and war veterans), and there 
is complete agreement by the public that society should assist persons 
in need during their retirement years. The federal government adminis- 
ters the Guaranteed Income Supplement (GIS) which is an income-tested 
payment paid to low-income recipients of the old age pension. The fed- 
eral government also administers a similar program for needy spouses of 
pensioners aged 60 to 64. Ontario administers the Guaranteed Annual 
Income System (GAINS) which is an income-tested benefit added to the 
amounts received from the federal programs and the program provides a 
guaranteed annual income for the elderly. In addition a wide range of 
benefits and services are provided to the needy elderly such as subsi- 
dized housing and tax credits. 


The second role of government, the social security role has devel- 
Oped during this century where government assumes functions formerly 
done on an individual basis. This provision is made to provide benefits 
collectively and costs are paid through general taxes as in the case of 
the old age security pension or with the aid of special premiums as in 
the case of health insurance. Another example is the Canada Pension 
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Plan where a collective scheme helps individuals provide for their own 
retirement. Workers make contributions for retirement benefits based 
upon a worker's lifetime earnings. The more one earns, the more one re- 
ceives at retirement to a maximum. This program is seen by many as an 
earned right rather than as welfare even though the contributor's even- 
tual retirement benefits exceed the value of his or her contributions in 
the majority of cases at the present time. 


The Old Age Security (OAS) benefit paid to all Canadians over 65 
which is not based on need and which is not a contributory scheme is 
more difficult to rationalize. The same is true of all universal bene- 
fits such as free OHIP coverage and free drugs to all over 65 regardless 
of need. On one level they can be said to be on an "assumed need" basis 
in that they imply that all persons over 65 need additional income and 
assistance. Historically they can be justified on this basis since many 
elderly are poor. Also, as a universal payment OAS gives a retirement 
income to persons who may not have been gainfully employed, such as the 
disabled, or to homemakers who have little or no earnings outside the 
home. Further, a pervasive attitude towards the elderly is that they 
deserve a greater share of social assistance because they are old, and 
by implication, because they have worked productively for a lifetime. 


New Era Seniors Association, Brief 334 


"Tt is-our firm contention that a senior citizensis entitledistosan 
adequate pension as an earned right for the contribution he or she 
has made to the gross national product of our country." (page 2) 


Mrs Se SmrtheeRriet 32 


"A pension is a social contract. The pensioner by the very nature 
of things must be a burden on those working to make the necessities 
and luxuries he needs to live. The persons working accept this 
burden because they hope that they in turn will receive the same 
Support from a younger generation when it becomes their turn." 
(page 2) 


Canadian Institute of Actuaries, Brief 225 


",..All developed societies protect their children since from them 
comes the future security of the society. Protection and support 
for the elderly arise out of gratitude and compassion, which are 
more fragile motivations." (page 2) 


However, these rationalizations do not really explain a universal 
program such as Old Age Security. It is a social security anomaly in 
that it is not based on need, is not related to social insurance earn- 
ings or premiums and does not operate as an incentive for individuals to 
provide for retirement. Canada is one of the few countries in the world 
to have such a program. All of the government programs and other bene- 
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fits are discussed in Chapters 5, 6, and 7 and Volume V of the report 
deals in depth with the Canada Pension Plan. 


In its third role, government is involved in encouraging behaviour 
to achieve certain social goals. This might be called the social in- 
centives role of government. Government legislates to stimulate the 
economy when grants are given for relocation, redevelopment, or job 
creation. The degree of regulation in an area may act as a stimulant or 
deterrent. The tax system is often used to stimulate behaviour. The 
government is involved in many ways to encourage the provision of re- 
tirement income. Tax deductions are permitted for contributions by 
employers and employees to registered pension plans as well as contribu- 
tions to other registered arrangements such as Deferred Profit Sharing 
Plans and Registered Retirement Savings Plans. The first $1,000 of 
pension income is tax-free. The growth of such registered funds is tax 
free so long as the monies are not withdrawn. In addition, having 
encouraged a certain form of behaviour the government passes laws to 
ensure that such arrangements deliver what is promised. For example the 
province of Ontario requires that pension plans be funded in accordance 
with law and that pension funds be invested in certain ways and no 
others: 


Role of Employer 


The role of the employer is more difficult to articulate. The 
first objective of the employer is to operate a business successfully 
and employers who provide pensions do so because it makes good business 
sense. Providing pensions helps employers to attract and hold good 
personnel. Second, employers wish to benefit employees, particularly 
long-service employees who have contributed to the success of the bus- 
iness. The employer is not really interested in the retirement income 
of short-term employees who leave to work for another, perhaps for a 
competitor. Third, pensions ease the transition from working to retire- 
ment for older employees. If an employee has insufficient income in 
retirement there will be a greater fear of retirement. The role of 
employers is much more limited than that of individuals and the govern- 
ment. Employers play a role only when they choose to provide a pension 
plan. Employers may in general be regarded as providing a facility for 
employees to obtain income in retirement and a primary social objective 
for employment pension plans is to provide for the security of the 
individual in retirement. 


The question of the role of the employer is perhaps more appropri- 
ately considered as a question of the extent to which the provision of 
retirement income should be part of wage or labour costs. ‘The import-— 
ance of work to Canadians has been pointed out. Wages or earnings are 
often the basis of government programs as well as individual arrange- 
ments. Social security programs such as the Canada Pension Plan are 
wage related. Contributions to RRSPs come mainly from "earned income." 
Employment pension income is clearly related to work and wages. The 
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question of the nature of employment pensions is not clear and will be 
considered in the following section. The broader questions of the 
extent to and the manner in which retirement income is and should be 
part of the wage package are considered in various aspects in Chapters 8 
GOmLLE 


NATURE OF AN EMPLOYMENT PENSION 


In popular discussion employment pensions are characterized either 
as long-service rewards or as deferred wages. As defined in the Pension 
Benefits Act pension plans are programs that may be instituted by em- 
ployers for the purpose of providing income in retirement to former 
employees. The pension arrangement may take many forms and may provide 
a variety of benefits although the income at retirement takes the form 
of a life annuity. The cost of pensions may be borne entirely by the 
employer ("non-contributory plans") or may be contributed to by employ- 
ees through payroll deductions ("contributory plans"). 


The nature of an employment pension contains elements not only of a 
reward for long-service and a deferred wage, but also of a savings 
program and a group insurance scheme. These characteristics will be 
examined as well as attitudes about pensions contained in briefs to the 
Commission. 


Long-service Reward 


No one appears to hold that pensions are essentially and exclusive- 
ly long-service rewards. The most that is acknowledged is that pensions 
may, in part, represent a long-service reward. 


Algoma Steel Corporation Limited, Brief 218 


"The purpose of a pension is to provide part of an individual's 
financial resources during retirement. Once this was considered to 
be the absolute responsibility of each individual. With changing 
social standards, there has been a change in this responsibility 
for pensions. Most public pension arrangements are deferred direct 
compensation intended to provide the beneficiary with an income 
level which will cover basic needs. Private pension arrangements 
reward faithful service and bridge the gap between the pension 
levels of public arrangements and any higher income level which an 
individual may be able to achieve as an employee under some of 
these private arrangements." (page 7) 


Canadian Pension Conference, Brief 224 
"While the philosophical reasons for pensions are many and varied, 


we think the boundaries within which all views fall can be defined. 
One boundary is that pensions are rewards for long, faithful and 
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valuable service to an employer. The other boundary is that pen- 
Sions are a form of deferred compensation. It is our opinion that 
every pension is based partially on each of these reasons, and that 
some part but not all of every pension benefit is therefore a form 
of deferred compensation." (page 12) 


It is hard to understand why the phrase "long-service reward" has 
become so unpopular. The Concise Oxford Dictionary defines reward as 
"return or recompense for service or merit." Pensions are clearly a re- 
turn for service, a monetary recognition of long service. The granting 
of a pension before the advent of formal pension plans was an ex post 
facto beneficence by the employer based on a moral obligation to reward 
long-service. The notion of a reward has become objectionable in all 
likelihood because the giving of it is the donor's prerogative. A key 
reason for the popularity of the notion of the pension as deferred wages 
is the element of its being an earned right, an earned return. However, 
regardless of the popularity of the deferred wage theory, pensions today 
operate as long-service rewards. First of all, the question of whether 
or not there will be any pension at all rests with the employer because 
setting up a plan is the choice of the employer except where plans are 
established through the collective bargaining process. In addition the 
fact that a pension plan is established is no assurance of its continued 
existence. The employer has the right to terminate the plan. Thus an 
employee may have a pension only if the employer provides one. 


Second, pensions are inherently related to service, particularly 
long-service. The length of service determines the entitlement to as 
well as the amount of a pension. A "full" pension will be received in 
retirement only if one has long-service and generally if one stays with 
the same employer. No pension whatever is paid unless one complies with 
the "vesting" rule in the plan. The law requires plans to provide for a 
pension to be paid when a plan member has 10 years" service with the 
same employer and has reached the age of 45. If an employee changes 
jobs often or never stays longer than 10 years with an employer who 
provides a pension he or she may never receive a pension. There is no 
requirement that short periods of service be recognized except as pro- 
vided by the vesting rule.(17) 


Deferred Wages 


Most authors in the pension field and most briefs discussing the 
nature of a pension accept the notion of pensions as deferred wages. 


Ontario Provincial Police Association, Brief 183 


"In recent times the concept of the pension as being a form of 
"deferred income,' i.e., earned by the employee, rather than being 
a reward for long-service, has gained acceptance. There has also 
been a growing discussion of moral responsibility to employees 
approaching the end of their career spans. The economic depression 
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that spread across the continent in the 1930s and wiped out the 
life savings of a large proportion of the population was a contrib- 
uting factor in both the public and private sectors to the adoption 
of long-term policies with regard to retirement income." (page II- 
1) 


Mr. R. Campbell, Brief 140 


"The basic economic relationship between employer and employee is 
that the latter sells his service to the former for a remuneration. 


(page 1) 


"Of the many forms of partial remuneration to the employee so- 
called 'fringe benefits' - one is a contribution by the employer to 
a pension arrangement for the employee.... 


"Pension contributions made by an employer as part compensation for 
services are morally at least, the property of the employees. The 
employer should have no rights to return any part of such contribu- 
tions to himself, (except as he may have overpaid his obligation), 
or unilaterally to determine or modify the distribution of the con- 
tributions amongst the employees within a group or amongst groups 
of employees. If pension contributions are remuneration for ser- 
vices rendered then the amounts already contributed or due are on 
an individual basis, not a group fund subject to manipulation by 
others than the employee concerned." (page 2) 


Ontario Public Service Employees Union, Brief 208 


"This union regards the pension benefits received by workers as a 
form of deferred wage income. Because this income is deferred it 
is augmented by the operation of compound interest. If, however, 
it is legitimate to view pension benefits as deferred wages plus 
compound interest, then the so-termed employer 'contributions' to- 
wards the provision of these benefits are simply redirected wages." 
(page 4) 


",.-Few employers would agree to regard a dollar expended on pen- 
Sion contributions as being worth less to their employees than a 
dollar expended on direct wages, or insurance benefits. Let this 
union be clear in its position: as long as governments and employ- 
ers take the position that 'a buck is a buck,' we shall take the 
view that it is the worker's 'buck' that we are talking about. The 
view that employer 'contributions' towards pension benefits are 
simply re-directed wages - that it is the worker's 'buck' - entails 
recognizing that workers' property rights extend to the entire 
assets of pension funds. All of the pension funds in which the 
members of this union participate are what have been termed con- 
tributory plans; that is to say, the employees' re-directed wages 
are matched by further payroll deductions. It should be evident 
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that the union rejects the fiction that our members' pension funds 
are financed equally by workers and by their employers. In our 
view, all of the contributions received by these pension funds are 
employee contributions. The distinction between payroll deduction 
and re-directed wages is a matter of form, not a matter of sub- 
stance. To re-iterate, the property rights of workers extend to 
100 per cent of the assets of pension funds." (page 5) 


Canadian Pensioners Concerned Inc., Ontario Division, Brief 212 


"Canadian Pensioners Concerned Inc. Ontario Division, submits that 
government (CPP) and private pension plans are deferred income pay- 
able after retirement. The assets and liabilities of these plans 
are of equal concern and responsibility to the beneficiaries of the 
plans, government and private plan sponsors." (page 1) 


Toronto Stock Exchange, Brief 219 


"Early industrial pension plans were viewed primarily as gratuities 
to employees for long and loyal service to the employer. As the 
economy became more industrialized and pension plans more preva- 
lent, there was increasing interest in the view that employers, 
both government and corporate, had a moral obligation to provide 
for the economic security of retired workers. Growing out of this 
view was the concept that private pensions constituted a systematic 
and socially desirable method of releasing employees who were no 
longer productive members of the labour force. It gradually evolved 
that participation in a pension fund became a condition of employ- 
ment. This provided assurance to an employer that, regardless of 
the workers' personal abilities to plan and prepare financially, 
retirees would be certain to have a post retirement income and not 
become an embarrassment to the employer or a burden on the state. 
Increasingly, however, group pensions have come to be generally 
accepted as a form of deferred wages. This concept views pension 
benefits as part of a total compensation package with which employ- 
ers seek to attract workers in competitive labour markets." 

(page 15) 


Let us first consider the nature of wages in order to determine the 
grounds on which pensions may be viewed as wages. The payment of wages 
or other remuneration is one of four elements required at common law to 
establish an employer-employee relationship.(18) Wages are monies or 
other remuneration payable by an employer for services rendered by an 
employee. Wages are earned day by day. 


The employee's contributions to a pension fund, deducted from pay, 
are wages being deducted from monies earned and payable. The employer's 
contributions are not so clearly wages. On a collective level they are 
part of the wage cost but on an individual level the employees may not 
have acquired a right to them. Pension payments are part of the labour 
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compensation cost of the employer, and pension costs are part of the 
cost of doing business like other payroll costs. Pension contributions 
to certain limits are tax deductible as are wages, and pensions are part 
of fringe benefits which attract workers. 


However, insofar as the employee is concerned, in order to be con- 
sidered as wages, employer contributions must be earned by the employee 
for services rendered and there must be a corresponding right to obtain 
the "wages" now or in the future. Let us consider a non-contributory 
plan with a 45 and 10 vesting rule. The employee makes no contributions 
to the plan and has a right to a pension if he or she is a member of 
that plan with 10 years service and attains age 45. Up to that point 
there is no right to a pension and no right to any contributions paid 
into the fund by the employer on account of that employee's service. 
Rights arise at age 45 with 10 years' service because certain conditions 
have been fulfilled. Up to that point the employee has a conditional 
interest rather than a benefit that is earned and payable day by day or 
year by year of service. Until vesting, the employee has no right to 
employer contributions and even on vesting the right acquired is to a 
deferred life annuity on retirement, not to the employer's contributions 
per se. The pension is essentially a promise to pay a certain amount in 
retirement based on earnings provided certain conditions are met. The 
employee must work sufficiently long with the employer to acquire a 
pension. The employee must live to normal retirement age to obtain a 
pension save for any early retirement provisions. The plan itself must 
continue to exist. The pension fund must have sufficient funds to pay 
the promised pension. 


Furthermore, unlike wages, the employee cannot be said to have any 
ownership of the employer's contributions even though the Pension 
Benefits Act requires that employer contributions be held in trust in 
accordance with the plan and the act and employers may not appropriate 
the funds to their own use.(19) The employee has no control over the 
payment of the pension contributions or the investment of the pension 
funds; Indeed, 1n “accontributorysplan, sin addition .to.mnot having. a 
right to the employer's contributions, the employee has no control over 
his or her own contributions either. 


It should also be noted that employer contributions are specifi- 
cally excluded from the definition of wages for the purposes of the 
Employment Standards Act.(20) The definition of wages specifically 
excludes tips, discretionary bonuses, travelling expenses, and "contri- 
butions made by employer to a fund, plan or arrangement to which Part X 
of this Act applies." Part X deals with benefit plans providing various 
types of benefits including superannuation and retirement. 


Finally, pensions being paid in retirement resemble wages in that 


the employee has established earned rights to the pension payments as a 
result of service rendered to the employer. 
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Thus, it would appear that given the nature of pensions with the 
lack of immediate earned rights and the lack of control or ownership by 
employees, pensions are not easily characterized as deferred wages at 
the present time even though most persons hold this view. 


Savings 


A large number of submissions to the Commission regard pensions as 
a form of saving. The following quotations are examples from the 
briefs. 


Mr. D. Hannaford, Brief 65 


"The purpose Of pension planning is for people to accumulate sav- 
ings, to ensure that they have adequate incomes during their re- 
tirement years....The savings may be compulsory to some extent, in 
the form of government or some employer plans, but if the pension 
planning process is to be successful, people must understand its 
Significance and how it works, and participate actively in it." 
(page 2) 


Mr. R. N. Steeves, Brief 113 


"The basic purpose of pensions, in my Opinion, is to help individ- 
uals provide for their retirement years by accumulating assets 
today that will provide a claim against the country's wealth tomor- 
row. As such, there are many alternatives that will achieve the 


purpose." (page 2) 
_ Toronto Stock Exchange, Brief 219 


"Part of the Exchange's concern is that pension legislation in 
Canada has been characterized by tax incentives which favour the 
Management of retirement savings, whether for employee groups or 
individual accounts, by trust companies and other institutional 
investors. While the Exchange has increasingly accommodated the 
needs of institutional investors it actively seeks to promote a 
larger number of independent participants in the market. Conse- 
quently, it is concerned about the extent to which taxpayers have 
been drawn into structuring their investments through institutions 
in order to obtain tax incentives rather than directly approaching 
investment opportunities on the basis of simple prospects for in- 
come and capital gain. In the view of the Exchange, tax neutrality 
or bias in favour of increasing the involvement of individuals in 
managing their pension savings should be a test against which this 
Commission measures proposals for pension reform." (page 78) 


It is easy to understand the notion of pensions as savings. We 


think in terms of saving for retirement and postponing consumption by 
putting money aside. We accept the notion of individual thrift in 
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providing for the time when one will not work or is unable to work. 
Pensions seem a form of savings, but they differ insofar as control is 
concerned. In savings one chooses whether one wants to save or not. One 
chooses the form of savings: an RRSP with the resultant tax benefits, 
or stocks or bonds with the attendant risks, or savings certificates 
with a guaranteed return, or Simply a bank account. One chooses the 
degree of control desired. One clearly owns the funds. The ultimate 
retirement benefit may be controlled. For example, the funds in an RRSP 
may be withdrawn at any time or they can be used to purchase certain 
annuities or to establish another vehicle called a Registered Retirement 
Income Fund. 


In a pension plan, the funds are less easily identified as one's 
own than other forms of savings. There is no control over the funds or 
their investment by the employee. The element of voluntariness may be 
missing. Employees cannot determine the form of retirement benefit or 
Choose to use any portion of the accumulation for any other purpose. 
Tnus, pensions in their present development cannot aptly be called sav- 
ings although elements of savings are present. 


Group Insurance 


A pension plan shares many aspects with group insurance. Retire- 
ment may be viewed as the risk of reduced income in retirement and pen- 
sions are insurance against this risk. The basic form of any pension is 
a life annuity. 


Canadian Institute of Actuaries, Brief 225 


"It must be remembered that an employer pension plan is a group 
financial arrangement that can at best only approximate the average 
financial retirement needs of the members. Additional individual 
arrangements will be required to personalize the group benefit in 
most cases. 


"A government-sponsored plan for a whole society is the ultimate 
group plan with necessarily an even greater approximation to in- 
dividual requirements."(page 13) 


Life Underwriters Association of Canada, Brief 190 


"Despite the use of the word 'savings' in RRSP's the legislation 
clearly intends the savings to be used only for the purposes of a 
retirement pension. The CAC (Consumers' Association of Canada) is 
wrong in its position that the individual should be allowed the 
freedom to keep the capital invested throughout his lifetime and 
pass it on to his heirs. Estate building at the expense of the 
general taxpayers through tax deferral is hardly an acceptable 
concept. 


28 


"If this government wished to provide tax incentives for savings or 
investment, there is the machinery for doing this through such de- 
vices as the $1,000 interest and dividend deduction, the dividend 
tax credit, etc. It would be a simple matter for the government to 
increase these tax concessions if that were its intention. Pension 
plans and RRSP legislation were not designed for this purpose and 
hence cannot be so used without introducing a serious inequity into 
the tax system." (page 13) 


Mr. D. Eastman, Brief 318 


"The most common approach to retirement income is to use the common 
pot into which go the contributions of an employer and all em- 
ployees. The general pot approach walks right into some tough 
philosophical and practical problems about equity. (e.g. of man 
and woman with same job and salary for 35 years and woman lives 
longer). The general pot system invites age biases as well as sex 
biases. (e.g. with 30 and out rule one retiring at 48 is more 
expensive than one retiring at 65 after 30 years' service.)" (page 
4) 


"I am a sceptical person, and have limited faith in the ability of 
actuaries and pension fund administrators to accurately predict an 
unpredictable future. Frankly, I feel much safer with the retire- 
ment account approach than with the general group retirement 
funding." (page 8) 


In Brief 54, William Jones objects to not being permitted to trans- 
fer his own contributions to ‘another government controlled plan of sav- 
ing' such as an RRSP rather than being locked into a deferred annuity. 
He attached a letter he received from the insurance company involved 
which states: 


"Among your comments on my letter of April 29, is the reference to 
"my Own money which is 75 per cent of that invested'. Your contri- 
butions and those of Cow and Gate were not invested but were to 
purchase a guaranteed annuity. The money became our property in 
return for our promise to pay a pension to you in the event you 
live, or a death benefit to your beneficiary in the event you die 
prior to receiving a pension, or a termination benefit if you 
terminated before 'locking-in'." 


Marwell Management of London Limited, Brief 63 


"Approximately one-half of those retiring are going to live beyond 
the 'average life expectancy' of people their age and the others 
are going to die before reaching that point. Those who live beyond 
their ‘expected life' are obviously going to require more income to 
retire on than those who die early. The straight life annuity con- 
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cept is based on the premise that those who live a long life will 
be 'subsidized' by those who die early. 


"Tt may be true that those living a long life after retirement may 
not have saved enough during their lifetime to support their gift 
of a long retirement, but if they do need a subsidy it is question- 
able if the people forced to subsidize them should be the unfortu- 
nate retirees who are slated for a shorter than average retirement. 


"This shorter than average retirement may be the result of an acci- 
dent or disease, or due to poor health or a terminal illness at the 
time of retirement. Independent of the reason for this shorter 
than average retirement, it is hard to understand why the funds 
they set aside for their retirement should be 'confiscated' to 
subsidize their more fortunate neighbours who happen to be blessed 
with a long life." (page 3) 


Pension programs, as they exist today, resemble group insurance 
programs more than deferred wages or savings. In the first place pen- 
sions operate on the group pool principle. Pension contributions are 
put into a group pool and not into individual accounts. The employer 
generally contributes an amount fixed by the actuary based on the plan 
as a whole to comply with the funding requirements of law. The amount 
paid by the employer is the cost of providing the pensions after de- 
ducting employee contributions. Group arrangements for pensions have 
the advantages of low-cost administration and access to higher yield 
investments. 


Secondly, pension contributions can be viewed as the insurance pre- 
miums paid for protection against loss of or reduced income in retire- 
ment. In disability or fire insurance premiums are paid to protect 
against loss as a result of these events. So too with pensions; one 
sets aside premiums to pay the cost of providing income in retirement. 
From the employee's point of view however, the risk of some reduction in 
income in retirement is a virtual certainty if one lives that long. In 
terms of certainty of risk, a comparison with life insurance is more 
apt. The analogy is less applicable in the sense that once one has fire 
Or disability or life insurance one has protection. However merely being 
a member of a pension plan does not necessarily mean one is "protected." 
The various conditions referred to earlier must be fulfilled for parti- 
Cipation to be meaningful. 


Tnirdly, cross-subsidies exist as in all insurance schemes. Short- 
term employees subsidize long-term employees. For example, if an em- 
ployee is contributing 5 per cent of pay and the employer is contribut- 
ing 5 per cent of pay and the employee terminates before vesting, the 
employee will obtain a return of his or her contributions. The 5 per 
cent contribution made by the employee because of that employee's 
service then benefits the remaining group of employees or lowers the 
employer's cost of providing a pension for the remaining employees. 
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There is also a subsidy as a result of interest paid. If an em- 
ployee dies or terminates employment prior to vesting, the employee's 
Own contributions are returned, often with interest. The interest re- 
turned is generally lower than the interest rate earned by the pension 
fund. Thus, the difference between the interest returned and the inter- 
est earned remains in the fund to benefit the group pool. There is a 
subsidy by those who may die at early ages. Those who do not live to 
retirement subsidize those who do. Similarly after retirement those who 
do not live long subsidize those who do. The subsidies of terminating 
and employees who die before retirement benefit the employer and those 
remaining in the group pool. This situation is desirable for the em- 
ployer because the employer is really interested in rewarding the long- 
service employees and not employees who have gone to work for another. 
It is expensive to train new personnel. Unions have a similar interest 
to the employer in that long-service union members will benefit. 


Thus we have seen that although pensions have aspects of long- 
service rewards, deferred wages, savings, and insurance programs, at the 
present time pensions are most closely related to a long-service reward 
and group insurance. The notions of pensions as deferred wages and 
Savings may be viewed as essentially similar. It is time to reconsider 
the nature of pensions and see to what extent retirement income programs 
meet current desires for retirement. If retirement is viewed as an 
earned leisure period or as a time for a second career then the individ- 
ual savings and deferred wage approach to pensions should be emphasized. 
If today's generation wants an option of early retirement as appears to 
be the case, pensions must be structured so that one's right to early 
retirement pension is earned and an undue burden is not placed on re- 
maining workers. 


Society has moved from the idea of a pension as the gift of a 
benevolent employer to the idea of individual entitlement not only to 
the employee's own contribution but to the employer's contribution, 
which is notionally allocated to the employee. It is a short conceptual 
step to an absolute individual entitlement to the interest earned on the 
employer's and employee's contributions and ultimately to the right of 
employees to control and manage the entire fund. In general the people 
of Ontario accept the idea of pensions as a deferred wage; these con- 
cepts are logical extensions of the deferred wage theory and will have 
profound effects on the design of pensions in the future. 


It is important to remember however that in spite of the general 
acceptance of the notion, pensions are not in fact deferred wages. In 
detailed discussions to follow the Commission has kept in mind the 
present trend to view pensions as deferred wages with its emphasis on 
individual savings and earned rights. 
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Chapter 3 


Development of Retirement Income 
Arrangements in Canada 


The development of formal retirement income arrangements has oc- 
curred mainly in the twentieth century. Pensions themselves, however, 
have their origin in antiquity in pensions for those who had served the 
state. Roman legionaries were pensioned after years of service. Brit- 
ain pensioned her sailors and other servants of the state for centuries. 
However, modern retirement arrangements began in the nineteenth century 
and early part of the twentieth. 


There is no definitive Canadian history of retirement income ar- 
rangements. For this purpose the Commission has relied heavily on the 
reports of two previous inquiries: that of Leonard Marsh into Social 
Security for Canada, 1943; and of the Ontario Committee on Portable 
Pensions, 1961. There has been no major study of pensions in Ontario 
Since 1961. This chapter will describe the development of pension plans 
in Canada including employment plans, Registered Retirement Savings 
Plans, and government programs designed to assist the elderly and to 
provide retirement income. The development of employment pension plans 
in the public sector will be described in detail in Volume VI. 


EMPLOYMENT PENSION PLANS 
Origin 


Formal pension arrangements first appeared in the public sector. 
The first employment pension plan in Canada was established in 1870, 
three years after Confederation, for employees of the Dominion Govern- 
ment. There were certain other superannuation arrangements which began 
earlier such as those provided by some churches. The Methodist Church 
fund may be one of the oldest having origins in 1825.(1) 
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In Ontario a provincial plan for teachers began in 1917 and a plan 
for provincial civil servants was enacted in 1920.(2) Opposition to 
public sector pensions was not widespread although one opponent noted: 
"Superannuation and retiring allowances are class privileges, as we 
cannot be all civil servants."(3) 


The first formal private sector employment plan in North America 
was established in 1874 by the Grand Trunk Railway of Canada.(4) It was 
a contributory plan; a year later the first non-contributory plan was 
provided by the American Express Company. (5) 


Pension plans gradually spread, particularly after the turn of the 
century, to various groups of civil servants, municipal employees and 
employees of larger companies. In 1928 the first major ‘North American 
study of employment pension plans showed between 500 and 550 formal and 
informal plans in force in the United States and Canada.(6) Eighty-five 
per cent of these plans had appeared since 1910, beginning with railway 
plans and spreading first to public utilities and financial institutions 
and then to manufacturing concerns.(7) Employers surveyed gave several 
reasons for establishing retirement systems, including humanitarian con- 
Siderations and business objectives. 


In Canada there were at least 172 formal pension plans by 1918, 
increasing to 600 in 1936.(8) 


The first large-scale survey(9) of Canadian private sector pension 
plans was not conducted until 1937, when the National Employment Commis- 
Sion sent a questionnaire to 10,000 firms having 15 or more employees. 
The Commission found that 349,521 Canadians were employed by private 
employers who offered some form of retirement arrangement. The number 
of plans covered was 593. A year later the Industrial Relations Section 
of Queen's University conducted a more detailed survey of industrial 
concerns across the country.(10) That study reported on 120 plans cov- 
ering 365,000 employees. Based on those data and on an analysis of the 
government's study, the Queen's researchers concluded that 70 per cent 
of wage and salary earners in Canada (including public sector employees) 
worked in establishments which made no definite or formal provision for 
retirement. Eligibility and service requirements in the plans made it 
impossible, however, to predict how many wage-earners would ever qualify 
for a pension. 


The Queen's University survey described certain trends observable 
by 1938.(11) Pension plans generally provided that permanent employees 
were eligible, and membership was frequently compulsory. They provided 
for compulsory retirement at a specific age. Early retirement with an 
actuarially adjusted annuity was permitted. Plans adopted since 1929 
provided for direct employee contributions. Usually employee contribu- 
tions and company contributions were so arranged that each provided 
approximately half the necessary funds. Employees were grouped accord- 
ing to salary to provide the same rate of contributions and benefits. 
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The retirement allowance was in the form of a life annuity. Refunds of 
the employee's own contributions with or without interest were made in 
the event of termination of employment or upon death. Some plans pro- 
vided for a deferred annuity on termination of employment. Practically 
all retirement plans were underwritten by life insurance companies. 


The next major study was issued by the Dominion Bureau of Statis- 
tics for the year 1947. It surveyed 3,425 plans covering 915,709 
employees (members and non-members).(12) It found that more than two- 
thirds of the reported plans originated after 1939.(13) 


The period 1896 to 1930 saw the entry of two new provinces into 
confederation, the settlement of the west, the acquisition of millions 
of acres of new farm land and the building of two new transcontinental 
railways. Canada received over five million immigrants during this 
period. World War I accelerated the pace of industrial development, 
making good-paying jobs plentiful. In 1911 there were 8,001 manufactur- 
ing establishments in Ontario; by 1919 there were 16,343.(14) 


Employment pensions flourish in a growing economy. If there is 
more than enough wealth to go around, money will be set aside for later; 
pensions will not be begrudged. It is not surprising therefore, that 
pensions took root in this period of prosperity. Just as on the indi- 
vidual level it is hard to save for a rainy day if all income is needed 
for present consumption, so too, on the corporate level. Companies 
struggling to survive in business will be reluctant to put money aside 
for future pensions. 


Early pension plans were confined mainly to large firms and public 
sector employers. An employer had to be large enough to make group 
pooling arrangements feasible. Increased industrialization brought to 
an end the frontier economy, characterized by self-employed occupations. 


A pension plan came to be a feature of the largest and most stable 
organizations. Many corporations did not survive the Depression; em- 
ployees had to rely on the continued existence of the employer for the 
pension promise to be meaningful. 


Growth 


Development of pension plans began during the first half of the 
century and accelerated after the Second World War. From 3,000 plans in 
Canada in 1946, the number increased to 12,000 by 1960.(15) 


The period beginning with the Second World War was one of economic 
expansion. It was a period of intense activity and a rising standard of 
living. Employment pensions flourished in the period of virtually con- 
tinuous growth and prosperity during the 1950s and 1960s. This period 
from 1945 to 1974 witnessed real growth in personal incomes. In 1946, 
12.6 million Canadians produced a GNP of $11.9 billion. In 1974, about 
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22.4 million Canadians generated a GNP of $147 billion. Even after ad- 
justment for price increases, the growth in national output was 294 per 
cent. That period of secular growth meant unprecedented growth in per- 
sonal incomes. As measured by the Industrial Composite, the average 
weekly wage in 1946 was $32.48. It rose 23 per cent in two years, dou- 
bled in the next fourteen, and continued climbing to $178 in 1974 and 
$260 in 1979. After deducting inflation during the period, the average 
weekly wage rose 271 per cent from 1946 to 1974. 


Personal income per capita rose from $1,040 (Canada) and $1,261 
(Ontario) in 1950 to $1,656 and $1,951 respectively in 1960, $3,129 and 
S37/05tiIn 197 0eandsss 633 -andrs6,45 isan WIA5 (16) 


Canada's economic prosperity coincided with massive demographic 
changes. The population grew from 12.6 million in 1946, to 22.4 million 
in 1974. That growth resulted from the postwar baby boom and the tide 
of immigration. There were about 70,000 babies born in Canada in 1941, 
increasing to71157000%in=1951l"and" tozalmostc1607000Min=196l thezgen- 
eral prosperity contributed to the high fertility rate. The baby boom 
meant a demand for consumer goods like clothing, increased demand for 
housing, and expansion of government services in education and health 
care. 


The immigration boom meant an increase in the numbers of immigrants 
from less than 20,000 per year during the Depression and war years to a 
peak of 280,000 in 1957, and about 100,000 per year thereafter. 


With economic growth and the demand for workers, industrialization 
and urbanization continued. From 1900 on Canadians left the farms and 
turned to the cities. The proportion of rural dwellers in Ontario de- 
creased from 43 per cent in 1921, to 28 per cent in 1951. By 1961, less 
than 10 per cent of the work-force was employed in agriculture.(17) 


Concurrent with Canada's real economic growth during the period was 
growth in employment. From 1961 employment in Canada increased by 50 
per cent, with male employment increasing by 36 per cent between 1961 
and 1974 and female employment by 89 per cent.(18) Employment of young 
people 14 to 24 years rose by 91 per cent. The Economic Council of 
Canada found four factors contributing to the 3.3 per cent average an- 
nual increase of the labour force in Canada since the early 1960s: the 
increase in the working-age population resulting from the baby boom; the 
flow of immigrants, who have traditionally accounted for 20 to 35 per 
cent of labour force growth; the decline in emigration from Canada since 
1968; and the growing propensity of women of all ages to work.(19) 


Tne twentieth century generally saw increased labour force partici- 
pation by women. The movement of women into industry occurred at the 
same time as a decline in the relative importance of agriculture as an 
employer and the shift of population from country to city. During the 
1950s and 1960s the employment of women accelerated rapidly. "The 
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number of women in gainful occupations in Canada, which has multiplied 
almost five times between 1901 and 1951, more than doubled again between 
1951 and 1967."(20) In 1901, one worker in 10 was a woman; by 1967, one 
in three was a woman. Today two in five workers are women. In 1978, 
there were 4,232,000 female workers, an increase of 79 per cent from 
1967. 


The greatest change in female work patterns has been in the in- 
creased work participation of married women. In 1951, only 15 per cent 
of married women worked outside the home.(21) By 1966 this figure had 
doubled to 31.6 per cent and there has been a further increase to 50.6 
per cent in 1978. "This increased participation of married women in the 
labour force has changed its composition. In 1951, 38 per cent of the 
female work-force was married. By 1978, this figure had increased to 
61.7 per cent, or almost two-thirds of all working women."(22) Thus 
continuous economic expansion created job opportunities for women. 


Employment pensions experienced strong growth in membership, num- 
bers of plans and assets. Table 1 shows the growth in the numbers of 
pension plans and members in Canada from 1960 to 1978: 


Table l 
Pension Plans and Membership in Canada, 1960-1978 


Public sector Private sector Oeot Total 

Plans Members Plans Members plans members 
1960 8,920 ft Oba 7 000 
1965 13,660 2,345,648 
1970 167137 27022730 
1974 IBIANO 1 FACS 7615 i DAO ar’ 7 O22082 57355 3,424,245 


1976 Jal Zane lize] 555275 oes Se, LAS 15 7025(a) 3,902,498 
1978 661 1,854,514 14,434 2,338,730 157 095K) 4,193,244 


a The decline was primarily among small plans. 
Source Statistics Canada, Pension Plans in Canada, 1976 and 1978. 


Historically participation in pension plans has grown at an annual 
rate of 4 per cent to 5 per cent; but over the two years between 1974 
and 1976 the growth rate increased to 7 per cent per annum.(23) The 
recent growth in membership is mainly the result of new multi-employer 
plans. 


In addition to growth in absolute numbers, pension plans increased 
their coverage of the labour force. That is, there has been an increas- 
ing proportion of employees who are members of pension plans. Informa- 
tion on coverage before 1960 is not satisfactory because national pen- 
sion plan data were not collected on a regular basis until 1960. The 
coverage figure of 30 per cent for 1936 found by the Queen's University 
study was high because the data related to all employees in establish- 
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ments with pension plans whether or not the employee was a member of the 
plan. 


The Ontario Comnittee on Portable Pensions reporting on pensions in 
1961 found coverage was about 30 per cent of the total labour force and 
40 per cent of the employed labour force, i.e., after unemployed, self- 
employed and family workers were excluded. 


The Committee found that two-fifths of employees in Canada were 
members of plans, one-fifth worked for employers with plans but were not 
members themselves, and another two-fifths worked for employers without 
plans. Self-employed workers or family workers were 20 per cent of the 
whole labour force in Canada and 16 per cent of the labour force in 
Ontario. 


The Committee reported the following data for 1957:(24) 
Total employees with jobs 4,400,000 
Employees in organizations with plans 2,100,000 


a) enrolled in plans: 1,800,000 
b) non-members: 900,000 


Employees working for employers without plans 1,700,000 


By 1970 Statistics Canada found that 39.2 per cent of paid workers 
in Canada were members of pension plans.(25) This increased to 40.7 in 
1974, decreased to 38.8 per cent in 1976 and increased to 44.1 per cent 
in 1978. These percentages apply pension membership to paid workers as 
defined by Statistics Canada where the self-employed and unpaid family 
workers are excluded. Thus there has been an increase on the Statistics 
Canada basis from 34 per cent in 1960, 39 per cent in 1970, to 44 per 
cent in 1978.(26) The increase in overall coverage has been less im- 
pressive than the growth in numbers of plans, members and assets. The 
rapid increase in coverage in the public sector, to almost 100 per cent 
at present, masks a slower growth rate in coverage of private sector 
plans. 


Assets 


Assets of pension plans in Canada grew from 5.4 billion in 1960 to 
33.7 billion in 1976 (book value). Trusteed plans account for about 75 
per cent of all pension fund assets. Most available statistical data 
relate to these trusteed plans. The following tables show the growth of - 
assets of all plans and the growth of assets for public and private 
sector trusteed plans. 
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Table 2 
Growth of Pension Assets in Canada, 1960-1977 


Assets (book value) 
IDO 111965 1970 1974 1976 1977 
(Millions of dollars) 
Trusteed 3,205) (byoe, L059. 18,084 24,879 29,270 


Life Insurance 
(a) Group Annuities 17208 2,333 Syl ets) 3,999 4,844 5255 
(b) Segregated Funds —— 94 545 SOV AL 3,036 37 DOD 


Canadian Government 
Annuities 600 634 631 608 601 596 


Total Dysl 7 OU2 oy os 24,762 33,360 938, 130 
Source Statistics Canada, Trusteed Pension Plans, 1974, 1977. 

Table 3 shows that assets in trusteed pension plans in the public 
sector have increased from about 40 per cent of all trusteed assets in 


1960 to 49.5 per cent or almost half in 1977. 


Table 3 
Assets, Trusteed Pension Plans by Sector, 1960-1977 


1960 1965 1970 1974 1976 LOW 
(Millions of dollars book value) 
Public Sector Lalo 2,591. 4,881 Opal aie 27223 wlan 29 
Private Sector 2,64. (3,944 6,198 Oe eel S OL). . bh. 008 
Total BypOs wpopoa! 11, 059mne 1S, 2844ua25,234 9 od 


Source Statistics Canada, Trusteed Pension Plans, 1974, 1977. 
Contributions 


Annual contributions to pension plans have continually grown, 
reaching $6.2 billion in 1977, over twice the amount contributed four 
years earlier.(27) Table 4 shows contributions to pension plans by 
employees and employers for selected years from 1965. 


The proportion of employee contributions has steadily declined from 
44 per cent in 1965, to 34 per cent in 1977. The proportion of employer 
contributions has increased from 56 per cent in 1965, to 66 per cent in 
ule ig /7 


Annual employee contributions by sector show a continuing decline 
in each sector although it is more pronounced in the private sector. 
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Employee contributions in the private sector have declined from one- 
third of all contributions in 1970, to 24 per cent in 1977. In the pub- 
lic sector, employee contributions have declined from 44 to 42 per cent 
in the same period. Employer contributions in the private sector have 
increased from two-thirds of all contributions in 1970 to three-quarters 
tie loys. 


Table 4 
Contributions to Pension Plans in Canada by Employees and Employers, 
1965-1977 


LOGS 1970 LOS LOT 
(Thousands of dollars) 
Employee 
contributions SG pod 674,705 tl Oletey Alsye: 24 EOS 
Employer 
contributions Seis SES) BP Ole ase Ne 1, 9337, 000 4,074,153 
Total drei Mos? 55) 0) 2) 7 DUE Faget pS JANG Fd O72, OS 


Source Statistics Canada, Pension Plans in Canada, 1976 and 1978. 


Table 5 
Contributions to Pension Funds in Canada by Sector, 1970-1977 


1970 1973 1977 
Contribution Public Private Public Private Public Private 
source sector sector sector sector sector sector 
(Millions of dollars) 
Employee A212 24924 678.1 389.0 Le 5198 0 62220 
Employer 544.6 508.2 97 543 O57.u 2/0760 gli, 99652 
Total O71 39 MS IOANS) L653 ame ene, S052 UE RZ O20 


Source Statistics Canada, Pension Plans in Canada, 1976 and 1978. 


Table 6 shows income and expenditures for selected years from 1960 
to 1977 for trusteed pension funds. 


Statistics Canada notes that while the outgo for pension payments 
has been steadily increasing in absolute dollar amounts, it has remained 
fairly constant as a percentage of total expenditures, fluctuating be- 
tween 60 per cent and 71 per cent from 1960 to 1977. The cash withdraw- 
als in 1977 included $167 million paid to terminating employees, $82 
million transferred to other funding agencies and nearly $19 million 
withdrawn in respect of discontinued plans. 
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Table 6 


Income and Expenditures, Trusteed Pension Funds, 1960, 1965, 1970, 1974, 
1976, and 1977 


9G) weooy: 2 L970 1974 1976 1977 
(Millions of dollars) 


Income 
Employer contributions 230 403 658 dee oy 2200 pag PMs 
Employee contributions 160 SoG fl 396 ice Meebo se LOS 
Investment income S52 306 546 1,164 Ib SG.) 2,044 
Other (a) 8 18 25 69 73 141 
Total Income 550 OOR cl pO2 oa eh OOL eas Gels 
Expenditures 
Pension payments TOF ro Sy) 75a, Be OSs .elhpoo 
Cost of pensions 
purchased 5 8 16 26 35 37 
Cash withdrawals 30 84 110 201 248 280 
Administration cost it 5 Le 22 32 43 
Net loss of sale of 
securities 8 2 99 99 93 tay, 
Other 2 ij 5 68 9 13 
Total expenditures 153 503 629° 1,170" 9174544 e685 


a Includes net profit on sale of securities. 


Source Statistics Canada, Trusteed Pension Plans: Financial Statis- 
USS aL eee aL ae 


Characteristics 


Until 1960, contributory plans were the prevailing pattern. In 
1960, only 7 per cent of all plans were non-contributory, increasing to 
24 per cent in the 1970s.(28) The trend in membership is not so sharp. 


Table 7 
Proportion of Members in Contributory and Non- 
contributory Plans, Canada, 1960-1978 


Contributory Non-contributory 
plans plans 
(Per cent) 
1960 Tis Ae) 2055 
1965 Tied aco 
1970 78.0 22.0 
1974 Poel 24.9 
1976 I3G9 ASA! 
1978 qlee 2893 


Source Statistics Canada, Pension Plans in Canada, 
LOU pts) 255 
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In Ontario the percentage of members in non-contributory plans is 
Slightly higher than for Canada as a whole at 31.1 per cent in 1978. The 
trend to non-contributory plans is chiefly in the private sector since 
almost all public sector plans are contributory. In the public sector 
in Canada contributory plans covered 98.1 per cent of members in 1970 
and 99 per cent of members in 1978(29) while in the private sector 
contributory plans covered 61.7 per cent of members in 1970, and 50 per 
cent in 1978. (30) 


The vast majority of members of pension plans are in defined bene- 
fit plans, that is, plans which provide a specified pension based on 
length of service and future salary. For example the employer promises 
to pay a pension of 2 per cent of average annual earnings for the five 
years preceding retirement for each year of service or 1 per cent of 
earnings averaged over an employee's membership in the plan for each 
year of service or so much a month for each year of service. Defined 
benefit plans are contrasted with defined contribution plans. Defined 
contribution plans are known as money-purchase plans since the employer 
and employee contribute a percentage of earnings and the pension is the 
annuity which can be purchased with the total contributions accumulated 
with interest. 


Defined benefit plans have maintained their dominant position since 
1960. 


The proportion of members in final earnings and career average 
earnings plans has remained constant at approximately 75 per cent since 
1960. Money purchase plans declined from 60 per cent of plans covering 
13 per cent of members in 1960 to 43.2 per cent of plans covering 4.8 
per cent of members in 1978. Among defined benefits plans there has 
been a gradual decrease in career average plans and a gradual increase 
in final earnings and flat benefit plans. 


Final earnings plans provide a pension related to earnings at or 
near the end of a person's career and reflect the notion that retirement 
income should bear some relationship to one's earning capacity just be- 
fore retirement. In addition, final earnings formulas reflect expected 
increases in general wage levels and thus have built-in inflation pro- 
tection. Career average pensions on the other hand are based on the 
low-earnings earlier years as well as those of higher earnings. In 
terms of design therefore final earnings plans are more popular and are 
considered by many to be the best design of all plan types. 


A trend towards higher benefits developed in the last half of the 
1960s and continued into the 1970s.(31) In 1965 just half of the mem- 
bers of final earnings and career earnings plans were entitled to a pen- 
Sion credit of 2 per cent or more of earnings for each year of credited 
service. This proportion increased steadily to 70 per cent in 1974 and 
75 per cent in-1978.. In 1965, 81 per cent of members: of flat’ benefit 
plans were in plans providing a benefit rate of less than $5 of monthly 
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pension for each year of credited service compared to 8 per cent in 
1978. In 1978, about 65 per cent of members of flat benefit plans have 
a benefit rate of $8 or more. 


Table 8 
Pension Plans in Canada by Type of Plan, 1960-1978 


Percent of members by type of benefit 
Type of plan 1960 1965 1970 1974 1978 


Defined benefit plans 


Final Earnings(a) 49.8 48.9 SUE o bas Soy 

Career Average Earnings(b) 25a 28.4 24.1 2051 453 

Flat Benefit 9% 14.0 50 LOR 20.6 
(Sub-total ) (34 24)) e(91 539719020) 5 °(92.6)) B( 93.6) 
Money purchase 13.50 645 4.9 Spal 4.8 
PROELE “Sharing Ls FZ 0.8 0.6 Oe 
Other and composite sees 0 4.3 Ved Nal 
Total 100 100 100 100 100 


a Includes Final Earnings where pension is based on a fixed percentage 
of the last year's earnings, Final Average Earnings where pension is 
based on an average of earnings for a final number of years (say 5) 
immediately preceding retirement, and Average Best Earnings where 
the pension is based on a fixed percentage of average earnings over 
a specified period of best earnings such as 2 per cent of the 5 
highest years in the 10-year period before retirement. 

b The pension is based on a percentage of earnings for each year of 
service or membership in the plan. 


Source Statistics Canada, Pension Plans in Canada, 1978, p. 30. 


In the event of death after retirement, plans covering about 20 per 
cent of members in the private sector in Canada in 1978 provided no ben- 
efits. This percentage has remained constant since 1970. Those provid- 
ing a widow's pension or survivor pension in the private sector covered 
23.4 per cent of members in Canada in 1978 up from 14.3 per cent in 
1970. Throughout the 1970s in the public sector in Canada, 70 per cent 
or more of members were in plans with a survivor pension. 


Vesting 


Historically a vesting rule has been provided almost universally in 
pension plans but Statistics Canada in Pension Plans in Canada 1974 ob- 
serves that prior to 1965 such vesting was more apparent than real. Its 
1965 survey showed that of 243,000 plan members who terminated employ- 
ment in that year, less than 3 per cent obtained a deferred pension. 
Legislation by several provinces and the federal government in the mid- 
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1960s required vesting, usually after age 45 and 10 years of qualifying 
service. After such legislation there was a sharp reduction in the num- 
ber of members in plans which provided no vesting from 22 per cent in 
1965 to less than 1 per cent in 1978. 


Tnere is a trend to less stringent vesting conditions observed be- 
tween 1965 and 1978. In 1965, 36.9 per cent of members were in plans 
with immediate vesting or vesting after 10 years or less of service or 
participation compared to 64.7 per cent in 1978. 


Shortcomings Found by Portable Pensions Committee 


It is useful to examine the shortcomings found by the Committee on 
Portable Pensions in its 1961 report and to ascertain to what extent 
these shortcomings have been remedied. 


The first shortcoming found by the Committee was that many employ- 
ees who worked for employers with plans did not join. One-third of em- 
ployees in 1957 did not belong to plans although working for employers 
with plans. The Committee found that the restrictions on entry into 
pension plans kept membership down; age requirements and lengthy service 
requirements were cited. It recommended that the maximum waiting period 
be two years. 


The second shortcoming was the high proportion of enrolled workers 
wnose pension accumulation did not come to fruition. The committee 
called this a "high wastage of pension accounts," referring chiefly to 
persons who moved from one employer to another. At that time some plans 
had no vesting rule and many had long service requirements. The Commit- 
tee found that the preservation of pension benefits would increase the 
worker's economic security, remove a barrier to the free movement of 
labour and reduce the burden on government old age assistance programs. 
This could be achieved if the part of the pension purchased by employer 
contributions became vested in the worker at the time of job termination 
and if there were restrictions on refunding the worker's contributions. 
The Committee recommended that vesting be required on a graduated basis 
from age 30 to 34 with 20 per cent vesting at the age 30 increasing 20 
per cent a year to 100 at age 34. The Committee found vesting at speci- 
fied ages preferable to vesting after a specified period of service (a 
departure from the prevailing practice) because at the middle and higher 
ages the need for vesting existed regardless of length of service. 


The Committee also recommended that 20 per cent of employee contri- 
butions be locked in at age 30, increasing 20 per cent a year to 100 per 
cent at age 34 and over. 


A third shortcoming was the limited number of plans. The Committee 
found that 30 per cent of the labour force (including the unemployed, 
self-employed and family workers) and 40 per cent of the total employees 
with jobs were members of pension plans. The Committee found that 
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employers in the uncovered area generally had small staffs or seasonal 
workers. 


The Committee was convinced that the expansion of pension plans 
would proceed neither quickly enough nor far enough to meet the social 
needs unless government inducements or compulsion were invoked. The 
Committee therefore recommended that all employers with 15 or more 
employees should be obliged to introduce pension plans. 


A fourth and less serious shortcoming was the limited benefit paid 
in the event of death before retirement, especially in non-contributory 
plans. 


A fifth and especially serious shortcoming was the unevenness of 
government supervision and inspection. The first and only regulation of 
pension plans was that exercised by the Department of National Revenue. 
(32) Individuals had been allowed to deduct pension contributions to 
registered plans since 1919, employers since 1917. Certain limits on 
the amount of deductions allowed were imposed from 1936, but federal 
regulation was slight before 1947. Exceptions to federal regulation 
arose when the employer was not subject to corporation or personal 
income tax and when the plan was non-contributory. In 1950 the "pension 
blue book" entitled "Statement of Principles and Rules Respecting 
Pension Plans for the Purposes of the Income Tax Act" provided for 
vesting of the employer's contribution after 20 years' membership and 
attainment of age 50. In 1959 new rules were announced in Information 
Bulletin No. 14 and the vesting rules were not continued. Constitu- 
tional reasons were given for withdrawal of vesting requirements. 


There was no other regulation or inspection of pension plans. How- 
ever, life insurance companies were inspected and regulated in their 
business to ensure that their contractual liabilities including pension 
liabilities would be met in full. In 1960, insured plans accounted for 
one-third of all plans (whether expressed in terms of assets or covered 
employees). Trusteed and non-insured plans constituted the remainder 
which were generally administered by trust companies.(33) The capacity 
of these pension funds to meet pension liabilities was not subject to 
government review. (Non-insured plans include pension funds managed by 
life insurance companies in a branch of their business known as deposit 
administration, without assuming responsibility for the ability of a 
plan to provide the specified benefits.) 


As for public sector plans, some governments and agencies issued 
reports and occasional valuations. 


The Committee found that many plans in both the public and private 
sector would not have sufficient assets if the employer ceased opera- 
tion, particularly in terminally funded plans and those that paid pen- 
sions whose amount was based on some average of final earnings. (Termi- 
nal funding means the employer does not systematically set aside monies 
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to pay for pensions, but undertakes to pay for the pension at the point 
of retirement. ) 


Tne Committee recommended that pension plans and annual statements 
of assets and liabilities and income be filed in a government office and 
that an actuarial certificate be required every few years. 


The sixth shortcoming was the possibility, amounting in some cases 
to certainty, that pension plans set up economic forces that reduced 
employment opportunities for older workers. The Committee found that 
rates of unemployment were considerably higher for older workers than 
for younger workers, although the causes of unemployment were not exclu- 
Sively confined to pensions. 


Some plans did not accept members over the age of 45 or 50. Em- 
ployers defended this practice because they would have to provide dis- 
proportionately large pensions for those with a short record of service 
late in life. Hiring older workers meant additional pension costs if 
they became plan members. The Committee found that some types of plans 
and some methods of funding offered considerable financial inducement to 
age discrimination. It concluded that contributory defined benefit 
plans and flat benefit plans differentiated "to a disturbing degree be- 
tween old and young, and hence may be regarded as inimical to employment 
of the elderly." Only the money-purchase plan was found to be entirely 
neutral with respect to age. Non-contributory defined benefit plans 
ranked between contributory defined benefit plans and flat benefit plans 
with regard to age discrimination. 


The Committee felt that their recommended vesting and eligibility 
rules would encourage the employment of older workers. 


After the report of the Committee the Province of Ontario intro- 
duced legislation in 1963, "to provide for the Extension, Improvement 
and Solvency of Pension Plans and for the Portability of Pension 
Benefits."(34) The legislation required employers with more than f1if- 
teen employees to establish a standard pension plan to become effective 
on or before January 1, 1965. 


The standard pension plan provided for eligibility between the ages 
of 30 and 70 and the payment of a pension benefit (annuity) at age 70. 
The plan could use a career average formula of 1/2 per cent of monthly 
remuneration up to $400 per month for each year of eligible employment, 
a money-purchase formula of 1 1/2 per cent, 2 per cent and 3 per cent at 
ages 30, 45 and 55 respectively of the first $400 of remuneration per 
month with interest of not less than 4 per cent, or a flat benefit for- 
mula of $2 a month for each year of eligible employment. The legisla- 
tion did not deal with cost-sharing or require employee contributions. 


The act provided for the establishment of the Pension Commission of 
Ontario, the registration of plans, funding of pension plans to assure 
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solvency, immediate vesting and locking-in at age 30 in the standard 
plan, and authority to establish a central pension agency to hold pen- 
sion benefits transferred from employment plans when employees with 
vested rights changed jobs. 


Supplementary pension plans could be registered to provide addi- 
tional benefits and these plans had to provide for a deferred annuity at 
termination of employment for anyone who had reached the age of 45 and 
who had been an employee for 10 years. 


The provisions of this legislation relating to the compulsory es- 
tablishment of a standard plan were repealed in 1964.(35) In the early 
1960s discussions had begun concerning the enactment of a national 
earnings-related pension plan and the Ontario mandatory plan never came 
into effect. There was no outcry at the time about the requirement to 
have a compulsory plan and its failure to be implemented was a result of 
federal-provincial negotiations leading to the enactment of the Canada 
Pension Plan in 1965. (36) 


The balance of the legislation came into effect; it kept other fea- 
tures of the original legislation such as the establishment of the Pen- 
Sion Commission of Ontario, the 45 and 10 vesting rule, the requirement 
to report and to fund pension promises as required by the regulations. 
However, the adoption of a pension plan became voluntary on the part of 
the employer. 


As to the shortcomings found by the Committee, some are still 
apparent, while others cannot be assessed due to lack of data. For 
instance, we cannot ascertain from Statistics Canada or the Pension 
Commission of Ontario the number of persons who are not members of plans 
although working for employers who provide plans. Reasons for such non- 
membership are individual choice or the operation of eligibility condi- 
tions. Plans covering one-quarter of membership have no conditions for 
membership, 10 per cent have a minimum service requirement, 18 per cent 
have minimum age requirements and the balance are combinations of mini- 
mum and maximum age and service requirements.(37) Our consumer survey 
shows that of 445 respondents whose most recent employer had a pension 
plan, 45 or 9.2 per cent stated they were not eligible to join (22 per 
cent for the second most recent employer and 24 per cent for the third 
most recent employer). The percentages of those not eligible to join 
were traced to the previous six employers and ranged from 8.4 per cent 
to 33.1 per cent. Of 445 respondents whose most recent employer had a 
pension plan, 419 joined the plan. We have no information on the 
particular age and service requirements for eligibility. None of the 
briefs to the Commission indicated that the lack of minimum eligibility 
rules is a problem. It should be noted however that it is possible to 
exclude an employee from participation in a pension plan by requiring a 
minimum age for access without contravening age discrimination regula- 
tions.(38) However, the Pension Benefits Act contains a provision which 
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may be used to prevent arbitrary eligibility rules and will be discussed 
in detail later. 


Ontario legislation, however, has dealt with the problem of maximum 
age limits for entry. In 1978, plans with 9.3 per cent of members were 
in plans that provided a maximum age for eligibility membership and a 
further 7 per cent were in plans that provided a maximum age and years 
of service.(39) In its 1975 report, the Task Force on Employee Benefits 
under Part X of the Hmployment Standards Act found that employers tend 
to be reluctant to allow new older employees to enrol in their pension 
plans.(40) The Task Force found that 34.6 per cent of plans had maximum 
age limits for entry below age 65 and most of these (77.8 per cent) had 
maximum eligibility ages between 55 and 64. After that report, legisla- 
tion prohibited maximum ages for access to plans except that a plan may 
limit the maximum age to join to the normal pensionable age where that 
age is under 65.(41) Thus if a plan provides for a normal pensionable 
age of 60, new employees age 60 and over may be excluded. Normal retire- 
ment age is 65 in plans covering 69.9 per cent of members in 1978.(42) 
(For a detailed discussion of normal retirement age see the chapter on 
Retirement Age.) 


The second shortcoming identified by the Committee was the lack of 
portability. Today, employment pensions still are not portable in the 
sense of being readily transferable. However, the vesting rule required 
by legislation has assured that a pension will be payable if a member is 
age 45 and has 10 years' service or membership in the plan. 


The Pension Benefits Act permits a transfer on termination of a 
pension benefit credit arising from a deferred life annuity to another 
pension plan or registered retirement savings plan if the monies are 
locked-in as required for a deferred life annuity under the act.(43) 
The Pension Commission takes the position that before a transfer is al- 
lowed the plan must permit such a transfer. Therefore a credit cannot 
be transferred at the option of the employee. Few plans provide for 
such a transfer. In the public sector, provision is made through recip- 
rocal transfer agreements for recognizing other public sector employment 
and a measure of portability exists for changes from one public sector 
employer to another. 


The third shortcoming, partial coverage in the private sector, has 
remained apparently stabilized at 40 per cent based on Statistics Canada 
figures. Coverage in the public sector is almost 100 per cent. The 
Commission has done its own study of coverage which will be discussed in 
Volume II. 


As to the fourth shortcoming, the lack of benefits on death before 
retirement, in 1970, 12.4 per cent of members were in plans which pro- 
vided no benefit on death before retirement (14 per cent in 1974 and 
15.2 per) centeins1978)%~ Ine 197879 23.46 per cent of members aweresin plans 
which gave a refund of employee contributions; 4.0 per cent were in 
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plans which gave a refund of vested employer contributions; 44.7 per 
cent were members in plans which provided a spouse's pension; and 11.8 
per cent refunded both employee and vested employer contributions. Al- 
most all plans in the public sector now provide a benefit or refund on 
death before retirement and 71.7 per cent of members are in plans which 
provide a spouse's pension. In the private sector, 27.6 per cent of 
members receive no benefit on death before retirement. Non-contributory 
plans generally provide either surviving spouse's pensions or no bene- 
fits; there are no employee contributions to be refunded. It should be 
noted that group insurance may be and is often provided outside the 
pension plan itself. 


The fifth shortcoming was the unevenness of government supervision 
and inspection. Since 1961, legislation similar to the Ontario Pension 
Benefits Act (1965) has been passed in Quebec, Alberta, Saskatchewan, 
Nova Scotia, and Manitoba. The federal government has enacted similar 
legislation for its employees and for employees of federal undertakings. 
In addition, most pension plans must comply with the requirements of the 
Department of National Revenue. The Department publishes Information 
Circulars which set out the conditions under which a pension plan can be 
registered so that contributions are tax deductible. Although not con- 
tained in the Income Tax Act or regulations, these conditions constitute 
a great deal of control governing most aspects of plan design including 
funding, investment, contributions, and levels and types of benefit. As 
a matter of practice, the Department of National Revenue does not reg- 
ister a pension plan unless it is also registered in those provinces 
having pension benefit legislation. The question of jurisdiction over 
pension plans and the desire for uniformity is discussed in Volume II. 


A sixth shortcoming was the reduced employment of older workers. 
Today, unemployment of older workers is less severe than found by the 
Committee in 1961. The following table shows unemployment rates by age 
in Ontario for selected years. 


Table 9 
Unemployment Rates by Age, Ontario, 1956-1975 


All ages 14-19 20-24 25-44 45+ 
Annual average 
(Per cent) 
1956 2a 4.3 Boe 20 Pav 
1960 5.4 11.4 obs, 4.5 4.5 
1965 es Gs7 320 Ley aa 
1970 4.3 1028 6.0 BZ Sia) 
19/5 6:5 deta) 520 4.1 


a Age groups combined for 1975 onwards. 
Source. Mla WoT oLACISLiCcs, 19/7, VOL. 2, Ds S04. 
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Problems of unemployment have now shifted to the young. In 1978, 
46 per cent of the unemployed in Canada were between the ages of 15 and 
24. Changes in 1975 limited the use of maximum eligibility ages. How- 
ever, the Conference Board of Canada in its 1979 report, Mandatory Re- 
tirement Policy: A Human Rights Dilemma found that older workers were 
not hired by many survey respondents because of the impact on pension 
costs. Consideration was given to whether the existence of pension 
plans may inhibit job mobility. Our sociologist, Dr. Kubat, advised 
that there were no Canadian studies to determine whether the existence 
of a pension plan is a factor in job mobility although a reasonable 
assumption is that a loss of pension rights would be a consideration in 
the decision to change employment. However, job mobility tends to be 
highest at early ages, while those over 45 are generally more "stable." 


The problems of inadequate coverage and lack of portability have 
not changed significantly over the past twenty years. Most improvements 
have occurred in the public sector where coverage is virtually complete 
and some real portability exists. Public sector employees constitute 40 
per cent of all plan membership. With respect to coverage and portabil- 
ity, private sector employment pension plans have not substantially im- 
proved. Where improvements have occurred such as the 45 and 10 vesting 
rule, they are often the direct result of government intervention and 
regulation. Improvements in supervision and inspection and funding are 
a result of pension benefit legislation. There has been, however, some 
improvement in the vesting rules from the legislated minimum of age 45 
and 10 years service. Plans providing vesting on termination after 10 
years service at any age covered 29.8 per cent of members in 1965 and 
69.4 per cent in 1978. 


Looking at the development of employment pensions over the past 
twenty years, there is reason to question whether major improvements 
will be made in the absence of further government initiative. 


GOVERNMENT RETIREMENT INCOME PROGRAMS 
Old Age Pensions 


Until this century there were few old age pensions. One worked as 
long as one was able and periods of "retirement" were relatively short. 
The elderly poor were usually cared for by other members of the family, 
and assistance was available through municipal relief or private char- 
ity. Ontario developed a comprehensive network of municipal homes for 
the disabled and poor, including the aged poor.(44) A 1903 act required 
all counties to establish homes by 1906, and these co-existed with local 
municipal homes. 


Pensions for the elderly had been discussed in Canada since the 


early twentieth century. A broad social security program was first 
enacted in Germany in 1889 and an income-tested pension program was 


50 


established in England in 1908. Canada began an annuities program to 
encourage saving in 1908. In 1925 England established a contributory 
social security plan which provided flat benefits for the elderly; the 
German and other systems were wage-related. By 1928 all European coun- 
tries had established contributory old age insurance programs. 


By the mid-twenties a consensus began to emerge in Canada that the 
government should provide a monthly pension to the elderly who were 
otherwise destitute. In 1927, the Dominion government established 
Canada's first government pension program, providing $20 a month at age 
70 to persons who qualified on the basis of a means and income test. (45) 
The idea of a straight government grant to the elderly gained support 
for many reasons. Old age was considered to be akin to permanent disa- 
bility because of the problem of finding employment. It was also recog- 
nized as a universal condition. The Marsh Report of 1943 described the 
Situation as follows: 


",..only in the case of old age pensions is there a full acknowl- 
edgement of social responsibility by all nine provincial govern- 
ments and the federal government as well. The nature of the prob- 
lem, however, is sometimes not so thoroughly considered. There is 
nothing in old age, of and by itself, which requires that social 
security provision be made for it. If, for example, medical sci- 
ence were able to discover some secret by which the active work- 
span Of men and women could be prolonged to one hundred years of 
age, no one would think of suggesting old age pensions at seventy. 
It is only because increasing age associates with itself the in- 
creasing inability to perform useful work that we have to consider 
the problem at all. This point of view, which makes of old age a 
disability, permanent and increasing to the extent that prospects 
of eventually returning to employment are practically nil, rein- 
forces the point made earlier that the nature of provision for old 
age and for permanent disability should be similar, if not identi- 
cal. Old age is, in short, a specialized aspect of permanent total 
disability so far as the employment market, the wage structure, or 
the ability to earn and maintain a level of income are concerned." 
(46) 


There were several factors in the emerging consensus. First, real 
hardship existed for the elderly. In addition, with the increasing 
urbanization of Canada, many urban residents were separated from fam- 
ilies who might otherwise contribute to the support. Second, introduc- 
tion of a government pension did not appear to undermine the work ethic. 
By limiting it to persons in their seventies and older, the government 
could not be accused of encouraging shiftlessness, laziness, and improv- 
idence. Finally, the labour movement was gaining strength and it had 
been seeking state pensions for many years. 


The first old age pension program provided a maximum pension of 
$240 a year. In addition, pensioners could have outside income up to 
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$125 a year without reducing the pension. Thus, the total possible 
income was $365 a year.(47) Because of constitutional limitations the 
Dominion government could not implement the pension program alone and 
co-operation of the provinces was required. The act authorized the 
federal government to enter into an agreement with the provinces to pay 
half of the cost of pensions. Ontario joined the program in 1929, but 
it took ten years for all the provinces to join. Some provinces felt 
they could not afford their half share of the cost and there were juris- 
dictional arguments about Ottawa's "intrusion" into provincial rights. 
The program was not changed until 1952 when a constitutional amendment 
gave jurisdiction to the federal government in the field of old age 
pensions. 


Tne Old Age Pensions Act of 1927 was one of the first pieces of 
social security legislation in Canada. Few other income replacement or 
income security programs were in existence at the time. Workmen's com- 
pensation legislation began in a limited way with the Ontario Workmen's 
Compensation for Injuries Act of 1886, replaced by a comprehensive 
statute in 1914. Little other social legislation existed until the 
Depression, except for benefits for veterans after World War I. The 
Ontario Industrial Standards Act set a minimum wage for men in 1936, a 
minimum wage for women having been legislated in 1920. There were no 
changes in the Old Age Security Act until 1952, except for providing in 
1939 that the blind were eligible for benefits. 


The Marsh Report (1943) looked at the whole field of social welfare 
programs, including the federal-provincial pension program which had 
been in operation for fifteen years. It criticized the Old Age Pension 
program, particularly its administration. Administration varied from 

rovince to province; in particular it was subjective and uneven in the 

approach to the means test. An income value was assigned to assets 
whether or not income was produced. Children were assumed to contribute 
to the support of parents whether or not they did so in fact. 


The report found that a large percentage of aged people were in 
need of assistance but that many were refused by the technical operation 
of the 1927 program. It was found that 50 to 65 per cent of persons 
over 70 were dependent upon public assistance.(48) The report noted, 
"in no province can it be said that the old age pension administration 
carries out an adequate social treatment of the problem of assistance 
and service to the aged person."(49) At that time, the Province of 
British Columbia and Alberta provided an additional $5 per month and 
Ontario provided supplementary medical services. 


Tne Marsh Report found that the trend was clearly in the direction 
of compulsory contributory insurance for retirement and old age. "Con- 
tributory insurance combines the best features of the individualist and 
of the collectivist approach, in that it binds every citizen of the com- 
munity to the need of providing some measure of security for himself in 
the future, and at the same time signalizes certain responsibilities 
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wnich the individual carries to help meet the pooled risks of his fellow 
citizens."(50) 


A collective approach to economic security for all Canadians in- 
cluding the elderly became entrenched after the Depression of the 1930s. 
The Depression shattered people's faith in the ability of the individual 
as well as of communities to meet their own social and economic needs. 
Tne realization that widespread economic disaster could occur made 
people search for solutions through government action at the national 
level. Unemployment in cities reached a peak of 50 per cent in 1933; 
such widespread unemployment overrode previous fears that unemployment 
relief rewarded the lazy and shiftless. Unemployment insurance was 
first enacted in 1935, although a functioning program did not emerge 
until 1940. 


In the years following the Marsh Report, pressures to reform pen- 
sions continued. There was much discussion about the form of social 
security; whether people should contribute to the program, whether it 
should be insurance against the wider risks of disability before and 
after retirement, and whether there should be a means test. 


At the end of the Second World War a period of growth in income 
security and social welfare programs began. A major departure was the 
adoption of a universal approach, starting with Family Allowances in 
1945 and soon afterward applied to old age pensions.(51) While social 
benefits traditionally had been based on individual need, the new ap- 
proach was to treat all in a defined category equally regardless of 
individual means or income. 


In 1952 the 1927 Old Age Pensions Act was replaced by legislation 
providing for a universal payment. At the same time an income-tested 
pension was made available to people in the 65-70 age group. 


The Old Age Security Act (1951) came into effect in January 1952. 
It provided a universal pension of $40 monthly at age 70 to all who had 
resided in Canada for 20 years prior to commencement of benefits. The 
federal government assumed full responsibility for the program, which 
was financed by a special Old Age Security tax. 


The Old Age Assistance Act (1951) also came into effect in 1952, 
and provided an income-tested pension of $40 per month with the same 
residence requirement as the universal program but applicable to those 
between ages 65 and 70. This program was a shared-cost undertaking of 
the provinces and Canada. The limit on allowable income was $720 a year 
for single and widowed pensioners and $1,200 for those who were married. 
In the public debate whether the benefits should be universal, all were 
agreed that the means test should be abolished; that is, any test of 
need should be based on income alone and not a person's assets or poten- 
tial family support. 
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The 1951 legislation constituted a watershed in government programs 
for the elderly. It was a major step toward institutionalizing the in- 
come support of the elderly on a basis entirely distinct from the family 
unit. The primary obligation for support of the elderly had shifted 
from the individual family to the community at large. The prosperity of 
the 1950s contributed to the decline of the extended family and height- 
ened the need for institutionalized retirement arrangements for the 
elderly. As government revenues expanded it became easier to meet this 
need through organized programs. 


These programs also affirmed the principle of income entitlement 
for all Canadians aged 70. The notion of entitlement sank deep roots. 
Annual improvements in living standards and gains in national wealth 
were perceived as entitling citizens to a growing share of national 
income. 


In another important respect the OAS legislation of 1951 was a pre- 
cursor of later pension legislation: by prescribing a special Old Age 
Security tax (on manufacturers' excise, corporation tax, and personal 
income taxes), the government made the OAS something of a contributory 
pension program. In particular, the special calculation each individual 
taxpayer made in filing his return helped reinforce the view that this 
was no "handout" program, but an arrangement by the government to pay a 
pension financed by the contributions of those who would ultimately 
benefit. However oblique the concept may have been, it undoubtedly 
convinced many Canadians that they had "paid for" their old age pensions 
by years of contributing to the special "fund." The device of earmarked 
taxes was discontinued, however, in 1972. 


The Old Age Security program has remained a universal program. 
Beginning in 1965 the eligible age was reduced one year at a time until 
it reached age 65 in 1970. Pension amounts have continued to increase, 
and full escalation for increases in the cost of living on an annual 
basis began in 1972. The basic benefit was increased to $100 in 1973; 
in the same year escalation was changed to a quarterly basis. With 
these changes came the disappearance of Old Age Assistance as such, and 
introduction of certain income supplements, discussed later in this 
chapter, for needy persons aged 65 and over, and for the spouses aged 60 
to 65 of Old Age Security pensioners. 


Canada Pension Plan 


Tne Canada Pension Plan, which came into effect on January 1, 1966, 
was the first government contributory earnings-related pension plan. 
The idea of a contributory plan had been considered in the past, having 
been recommended by the Quebec Social Insurance Commission in 1933, and 
by the Marsh Report in 1943. The Marsh Report found the trend to be in 
the direction of compulsory contributory insurance against retirement 
and old age. In 1950 the Canadian Labour Congress proposed a two-level 
program consisting of a universal pension and an earnings-related con- 
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tributory pension. However, in 1952, universal pensions rather than 
contributory pensions were enacted. Thereafter, there was a growing 
movement in favour of Superimposing a contributory plan. 


Tne form of the contributory program was the subject of a sometimes 
bitter national debate. The Canada Pension Plan is discussed in detail 
elsewhere, but it is worth recalling some features of the controversy 
over this legislation. 


The Canada Pension Pian (CPP) first emerged as an election issue in 
1957 when the Conservative leader John Diefenbaker looked to the old 
age, survivors', and disability insurance plan of the United States. (52) 
Tne CCF in 1957 developed a detailed proposal for a combined universal 
and earnings-related pension program, adopted and modified by the New 
Democratic Party in 1961. In that year the Liberal Party adopted the 
concept; and the Pearson government on June 21, 1963 introduced a reso- 
lution which embodied the early formulation of the CPP. 


Soon afterwards the life insurance industry launched a national 
campaign against the plan, having been assured by the Minister of Health 
and Welfare, Judy LaMarsh, that the government indeed meant to proceed 
with the plan. The life insurers denounced the plan as actuarially un- 
sound, inequitable, excessive government intervention and a threat to 
private pension plans. Other business groups joined in the attack. 
Labour groups launched their own campaign in support of the plan. 


Tnere was much discussion of the fundamental design of the plan. 
The federal government originally wanted a pure pay-as-you-go plan - 
that is, a plan whose benefits would be paid out of general tax revenues 
as required. Quebec wanted to enact its own plan with a fund which 
could be used for provincial development purposes. Ontario wanted a 
plan organized as far as possible on insurance principles. The federal 
government opposed a huge build-up of money under government control. 
The Quebec design of a partly-funded plan won out although all provinces 
appreciated the prospect of obtaining low-interest loans from the CPP 
fund. The final legislation ingeniously tied the interest rate on pro- 
vincial borrowings each month to the going rate for Government of Canada 
bonds having a term of twenty years or more. Apart from the obvious 
subsidy to provinces with lower credit ratings, this formula resulted in 
a subsidy even to taxpayers in Ontario and Alberta. Since 1958 Ottawa 
had left the long-term end of the bond market largely to the provinces, 
doing its borrowing in savings bonds and medium-term issues. By 1972 
the only Canada bonds outstanding that could be used in the calculation 
were such low-coupon issues as the 3 per cent Perpetual bonds issued 
during the Depression. These bonds hardly represented valid indices of 
market interest rates. Thus the interest charged to the provinces on 
their borrowing did not represent a true Canada bond rate, let alone 
relate to the yields on open-market provincial debt. 
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Tne design of the Canada Pension Plan was a matter of intense nego- 
tiation. Areas of argument included a Quebec proposal to provide for 
survivor, death, and disability benefits. Ottawa required an amendment 
to the B.N.A. Act to legislate such additional benefits. Quebec's pro- 
posal required the self-employed to contribute to the plan but Ottawa's 
did not. The federal transition period before full benefits were pay- 
able was ten years while Quebec's was twenty years. 


The result was a Canada Pension Plan for nine provinces and the 
territories and a Quebec Pension Plan for the province of Quebec, both 
of which came into effect on January 1, 1966. It was agreed that the 
plans would be similar in coverage, eligibility, contributions, bene- 
fits, and funding. Employees and employers contributed a per cent of 
earnings to a fixed ceiling for a benefit based on contributory earn- 
ings. The maximum benefit was designed to be 25 per cent of the average 
industrial wage. Benefits and contributions are related to increases in 
the Average Industrial Wage. Benefits were escalated annually according 
to increases in the cost of living, with an upper limit of 2 per cent 
per year. This "cap" was removed in 1972 and CPP was indexed annually 
to increases in the Consumer Price Index in 1972 and quarterly since 
1974, 


Initial benefits from the CPP were nominal, but they rose rapidly 
from 1967 to the end of the transition period in 1976 . The maximum 
monthly retirement pension benefit rose from $10.42 in 1967 to $218.06 
in 1979, The required contribution from employer and employee increased 
Lromraymaximum: o£ 4979.20 each Ang966 ors. 90880 wine 1979 — eevercors 
changes have been made to both the Canada and Quebec plans since 1966. 
Retirement and. earnings tests were removed so that contributors aged 65 
to 70 could receive their retirement pensions whether or not they con- 
tinued to work and receive wages. Equal treatment was provided for male 
and female contributors and their surviving beneficiaries in 1975. A 
detailed history of the CPP may be found in the Canada Pension Plan 
volume. 


Other Government Program Developments 


Starting in 1967 the federal government supplemented Old Age Secur- 
ity (OAS), the universal pension, for the needy elderly with the Guaran- 
teed Income Supplement (GIS). The GIS replaced the 1951 means-tested 
Old Age Assistance program which was provincially administered. The 
Guaranteed Income Supplement maximum of $30 a month in 1967 was paid to 
those whose total income consisted of OAS ($75) and GIS. Outside income 
was taken into account and the supplement was reduced by $1 a month for 
each $2 of outside income. The GIS was originally designed to pay 40 
per cent of OAS and was enacted at the same time as the Canada Pension 
Plan. It was considered to be a transitional program which could be 
phased out as the CPP matured. This has not occurred for various rea- 
sons and the GIS has become a major program. The Guaranteed Income 
Supplement was indexed to a maximum of 2 per cent in 1967. Like QAS, in 
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1972, GIS was indexed annually to increases in the cost of living, and 
was indexed quarterly in 1973. The program is discussed in detail in 
Chapter 4 of this volume. 


In 1975 the Old Age Security Act was amended to provide assistance 
to needy spouses of pensioners where the spouses were between the ages 
of 60 and 65. The Spouse's Allowance program, in effect, provided for 
receipt of OAS and GIS at age 60. This allowance presumably took into 
account that wives were often a few years younger than the retired pen- 
Sioner husband. The allowance was cut off after the death of the pen- 
Sioner if the spouse was not yet 65 at the time; but a 1978 amendment 
provided for continuation of the allowance for six months following the 
death of the pensioner if the recipient was otherwise eligible. 


With the advent of GIS, a totally federal program, provincial 
income-tested pensions were added, "topping-up" GIS for OAS recipients 
and providing benefits to those who did not qualify for the federal pro- 
grams, usually because of inability to comply with the residency rules. 
Six provinces have guaranteed income programs which are described in the 
background papers. 


Ontario introduced its Guaranteed Annual Income System (GAINS) in 
1974. The provincial program guarantees a level of income to senior 
citizens by making up the difference between other income and a speci- 
fied guaranteed level. The guaranteed level in 1974 was $2,600 a year 
for a single person and $5,200 a year for a married couple. At present 
the level is $4,189 and $8,139.84 respectively (April 1979). 


Tables 10 and 11 show the number of recipients and payments under 
Old Age Security, GIS and GAINS. 


GAINS has not shown the same growth as GIS because of the rela- 
tively better income situation of seniors Ontario compared with the rest 
of Canada. GAINS clearly began to decline with the end of the 10-year 
transition period for CPP. The total GAINS payments were $95,990,000 in 
7 Seer 9, 340,000 in Lo7Gs st l0,689,000 1n 1977; and SlOlye037000 in 
1973. 


In addition to these income security programs there are general 
welfare programs, available to the elderly as well as others. The 
Canada Assistance Act was passed in 1966, combining existing federal- 
provincial programs for the blind, disabled, and unemployed as well as 
the aged. Under the Canada Assistance Plan federal contributions amount 
to 50 per cent of provincial and municipal expenditures for assistance 
payments including welfare and certain health services.(53) The elderly 
in Ontario also receive such benefits as free OHIP premiums, free 
drugs, certain income tax concessions and municipal tax credits, and a 
variety of special services extended by local authorities and private 
businesses. 
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The growth of government programs and services is reflected in the 
growth of government spending and a growing bureaucracy. Table 12 shows 
federal government budgetary expenditures for selected years during the 
period. 


Table 10 
Number of Recipients and Payments of Old Age Security, Guaranteed Income 
Supplements, and Spouse's Allowance, 1953-1979 


Number of recipients Payments 
OAS GIS SA OAS GIS SA 
(Millions= of dollars) 

L953 686,127 S28 ali 
1960 876,410 574.9 
1961 904,906 592.4 
1962 927,590 625re 
1963 950, 766 734.4 
1964 971,801 808.4 
1965 993,582 885.3 
196 Geel LOS 7h O27 as 
TOG el 22 oOo 505,240 (est. ) POSS <4 39.6(a) 
£968 Ewe 3667200 714,648 Ly Seas 234.8 
1969 1,504,862 775,034 29658 244.5 
197 Opin ke 67 04.039 812,835 1,467.0 263125 
dO Ae WUE 2S 860, 392 Dy 634%2 27 60 
Loses) 625 550 974,147 i 67 OR2 526%th 
EOS,» ls 808,288 1,045,467 1,786.4 (372 
1974 1,858,481 170767425 2,274.4 yom 
LOT Dials 9L5: 679 1,082,406 ZyO06 SS 83 7reh 
LOT Gig ye, 0517 7208 L038 to 413 54,1949 4297548 92358 34.9 
LO) Jud 27014308 Lid As.678 Ab /oleats7oleu98s PlpOlyews TeLOCsG 
LOTS pO] So. 2451 1,136,445 137835) oles 1660826, peel. e.077 ACA SO 
1979 (b) AAT Ayeuerlt, LOO e2ye wl274 0 


a Incomplete 
b Estimates 


Source Canadian Tax Foundation, The National Finances, 1978-79, p. 121. 


It took twenty-two postwar years for federal expenditures to exceed 
$12 billion, and only six more years for them to exceed $28 billion. 
Ontario budgetary expenditures grew from $3.6 billion in 1968-69 to 
Si, Saba wikione i 19777 oak 4,) 


Tne expansion of federal activity can be seen in the growth of the 
public sector employment. In 1946 there were 121,000 federal employees. 
At June 30, 1978 there were 596,616 on the payrolls of the federal gov- 
ernment and government enterprises, including temporary employees of 
certain federal projects.(55) 
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Table 11 
GAINS Monthly Recipients and Payments, 1974-1979 


Recipients Payments 
GAINS OAS-GIS (a) GAINS OAS-GIS(a) 
only GAINS Total only GAINS Total 
(Number ) (Thousands of dollars) 
July 1974 oyZ00 254,800 258, 000 614 5,336 5, 250 
Jan. 1975 5,484 260,100 265,584 LS a6 Dp TP pack, 
Jan. 1976 6,193 276,144 2327331 1,626 Bee 107336 
Jans 1977 Sy pay al 265,379 270,900 1,438 8,449 9,887 
Jan. 1978 Spo? 2Dayueo 251 COW 1705S) 87 039(bye9, 055 
Jan. 1979 Papaya 2437552 2a OCS 6994(b) 7, 626s, 205 
Mar. 1979 2,L63 2427352 244,515 646(b) 7,499(b) 8,145(b) 


a These are GAINS recipients who are also QAS-GIS recipients. 

b Unadjusted for back payments and special payments. 

Source Ontario Ministry of Revenue. 
Credit Branch. 


Guaranteed Annual Income and Tax 


Table 12 
Federal Government Expenditures, 1946-1977 


(Millions of dollars) (a) 


1946 2701) 
1958 6,176 
1968 127229 
JASE 17,386 
1974 28 , 869 
Ue 43,778 


a Excluding inter-government transfers 


Source Canadian Tax Foundation, The National 
Finances, p. 24. 


Ontario in 1901 had 600 civil servants. 
(56) and by 1960 there were about 32,000. In 1976 the Ontario civil 
service employment was about 68,000. All public employment in Ontario 
imecreased trom abouts lyin llion in 1947 to 1-9 million “in I96l ‘and 3.2 
mitionvin 19/52 (57) 


By 1945 there were 9,000; 


Of significance in the expansion of programs for the elderly was 
the increasing numbers of older people and their increased longevity. 
Life expectancy continues to improve. The first reliable calculation in 
Canada began in 1931. Life expectancy at birth increased from 63 years 
for men and 66.3 years for women in 1941 to 69.3 years for men and 76.4 
years for women in 1971. Life expectancy at older ages has steadily 
increased. Today it is 70.19 for men and 77.48 for women.(58) The 
average age of death in Canada in 1931 was 43.1 for men and 44.8 for 
women.(59) In 1975, it was 63.8 for men and 69.4 for women. 
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From 1871 to the present, almost every decennial census has shown 
the 65 and over age group as an increasing percentage of the total popu- 
lation.(60) Table 13 shows the increase in the numbers of the elderly 
and their relationship to the population for selected years. 


Table 13 
Canada Population Distribution by Age Groups, 1921-1978 


Per cent Per cent Per cent 

0-14 OL tora Ll 15-64 Of {total 65+ Of total 
1921 8, 023005 34.40 5,344.3 60.82 420 4.78 
ie sat Sy Aol Ars’ S15263 Ga52053 62.84 oy ale Stee) 
1945 3) ODL 2/63 poo SAU. 65330 85329 07 
1960 67.0505,0 33.74 10,482.2 58.66 TOS 148 7.60 
1975 5, 92Sns0 26.29 14,686.7 Sons ds, 928701 S153 
1976 SP OIGes 2565 - 65.64 200223 Seen 
1977 5719920 24.94 — 66.16 27069 28 8.90 
1978 (a) 5,685.3 24.22 - 66.68 2 LS oe 9.10 


a Preliminary 


Source Ontario Ministry of Treasury and Economics. 


Not only has the postwar period seen the development of a wide 
range of income and social security programs for all Canadians, but the 
elderly may have benefited to a greater extent than other groups. ‘Those 
over 65 are guaranteed an annual income which rises with the cost of 
living and which is greater than that provided by social assistance to 
those under 65. The income security of the elderly has occurred because 
of government programs rather than private arrangements. 


This emphasis on government programs has been supported by the la- 
bour movement. Generally speaking, organized labour has been a continu- 
ing lobby for improved working conditions and benefits, but government 
Old age pensions have been sought throughout the century. As early as 
1905, the Trades and Labour Congress of Canada, formed in 1883, made a 
recommendation that "the time is opportune to introduce legislation mak- 
ing provision for the maintenance of the deserving poor, old or disabled 
citizens, who are unable to maintain themselves."(61) 


In 1924 the TLC appeared before a parliamentary committee to press 
for income for all who had reached a certain age on an income-tested 
basis.(62) After passage of the Old Age Pensions Act in 1927, the 
Congress urged its provincial adoption. Labour pressure for improved 
government retirement programs has continued to the present time. 


Thus, today, social security for the elderly provided by government 
programs is a threefold package indexed quarterly or annually to the 
Consumer Price Index: a universal pension, a pension related to earn- 
ings for workers, and a guaranteed income for the aged poor. 
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OTHER RETIREMENT ARRANGEMENTS 
Government Annuities 


The federal Old Age Annuities program was a retirement income ar- 
rangement enacted by the Government Annuities Act of 1908. It was not a 
government program but a vehicle for persons to save for retirement 
other than through annuities sold by private insurance companies. The 
preamble to the act reads: 


"Whereas it is in the public interest that habits of thrift be pro- 
moted and that the people of Canada be encouraged and aided thereto 
so that provision may be made for old age..." 


At the end of 1910 fewer than 2,000 contracts for annuities were in 
force in Canada.(63) Analyses of annuity contracts in 1915 and 1920 re- 
vealed that purchasers were mainly people in lower-paid professions (no- 
tably teachers and clergy), clerks, skilled tradesmen, farmers and small 
businessmen.(64) Less than 12,000 contracts for government annuities 
were in force in 1931. Group contracts rather than individual contracts 
became more common in the 1940s. 


By 1965-66 there were only 174,915 individual government annuity 
contracts in force in Canada and 125,438 insurance company contracts. 
(65) Canadian government annuities covered .02 per cent of members in 
pension plans in 1976. Since 1948 rates have been uncompetitive since 
they have no cash surrender values and interest rates were low.(66) The 
interest rate was increased to 7 per cent in 1975. Since 1975, no new 
government annuities may be sold but payments will continue under 
existing contracts. (67) 


Registered Retirement Savings Plans 


Favourable income tax treatment of private pension plans eventually 
gave rise to resentment among professionals and others without access to 
employee retirement programs. The self-employed saw themselves paying 
high rates of income tax throughout a working career, while saving for 
retirement entirely out of after-tax dollars. Pension plan members by 
comparison were ahead in several ways: 


- the employee received a tax deduction on his pension 
contributions ; 


- the employee gained the benefit of the employer's tax-deductible 
contributions; and 


-— income earned on the invested contributions accumulated free of 
tax. 
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- while benefits were taxable when received, the individual could 
expect to be in a lower tax bracket than while employed. 


This inequity led the federal government to amend the Income Tax Act in 
1957 to provide for Registered Retirement Savings Plans (RRSPs). (68) 
Contributions to RRSPs are tax-deductible and may be made by the self- 
employed as well as wage-earners whether or not they contribute to a 
pension plan. Nearly 40 per cent of contributors to RRSPs contribute to 
pension plans as well. In addition, since 1974, contributions may be 
applied for a plan for a spouse even if the spouse has no earned income. 
The original amount that could be contributed was, in the case of pen- 
sion plan members, the lesser of $1,500 or 10 per cent of the taxpayer's 
earned income, less any contribution made by the taxpayer to a pension 
plan. In the case of other taxpayers, the contribution limit was the 
lesser of $2,500 or 10 per cent of earned income. Amendments in 1965 
increased the 10 per cent limit to 20 per cent.(69) With tax reform, 
effective for the 1972 taxation year, the limits were increased to 
$2,500 in the case of pension plan members and $4,000 in the case of 
Other taxpayers. (70) 


The present limits enacted in 1976 are $3,500 in the case of pen- 
Sion plan members and $5,500 in the case of other taxpayers(71), both 
subject to a maximum 20 per cent of earned income. In addition to these 
limits, taxpayers may contribute other payments received such as Old Age 
pensions and CPP pensions. 


There has been no substantial change in the classes of institution 
authorized to provide such plans to the public, i.e., insurance compa- 
nies, trust companies, banks, and investment companies approved by 
regulation. 


Registered Retirement Savings Plans were slow to take root but 
recently began an era of remarkable growth. Although designed as a 
retirement savings instrument, the RRSP enjoys much popularity as a tax 
Shelter. Today, contributions to RRSPs surpass employee and employer 
contributions to registered pension plans in the private sector. This 
level of participation increased gradually from 2 per cent of those fil- 
ing tax returns in 1966 to 10.5 per cent in 1976.(72) ‘There were fewer 
than 100,000 contributors in 1966, nearly 250,000 in 1970 and 1,225,000 
in 1976. Nearly half of these were in Ontario. In dollar terms the 
growth 1s even more impressive. Contributions nationally rose from 
p2Zoe82 Million in 1970.to S2.) billion in. 1976:tthe slatterxincludes 
$846.2 million in Ontario. 


RRSPs have become a major financial instrument with a significant 
role in retirement income arrangements. In addition, group RRSPs are 
ecoming popular. RRSPs are discussed in detail in later chapters. 
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Other Formal Arrangements 


Various Other formal arrangements such as profit sharing and sav- 
ings plans encourage saving and provide retirement income. Deferred 
profit sharing plans were made eligible in 1961 for registration in 
order that contributions might be tax deductible. Contributions must be 
computed by reference to the employer's profits from business. Deferred 
profit sharing plans number almost 21,000; but since they are chiefly 
confined to small employers they cover less than 1 per cent of pension 
plan members. 


CONCLUSION 


Historically, the most significant developments in providing re- 
tirement income for Canadians have been the enactment of major govern- 
ment programs in the 1950s and 1960s. Both workers and non-workers now 
have a guaranteed minimum income from age 65. In addition, the Canada 
Pension Plan provides an earnings-related benefit which, when combined 
with the universal Old Age Security pension, forms the basis of Canada's 
social security system for the elderly. On the other hand, employment 
pensions (except in the public sector) have shown little extension of 
coverage except to keep pace with the growth of the labour force over 
the past twenty years and have improved only slightly (such as higher 
benefit levels) in the absence of government compulsion. They remain 
the privilege of some employees and insofar as delivering benefits is 
concerned, are primarily the rewards of long service. Employment pen- 
Sions in the public sector were not only the first pension plans but 
continue to provide overall the best benefits, the best coverage, and 
the best degree of portability. 
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Chapter 4 


The Population Aged 65 and Over in Ontario 


This chapter describes the population in Ontario aged 65 and over. 
emographic, social, and economic characteristics will be examined. The 
description is a still frame from a moving picture because this segment 
of our present population is changing as are its younger cohorts with 
social and political developments. In addition, the group 65 and over 
is not homogeneous. Those over 75 were raising families during the 
Depression, served in two world wars, and had no access to universal 
health care until late in life. The standard of education available to 
them was lower, and since their attitudes reflect the traditional divi- 
sion of responsibilities between the sexes, female labour force partici- 
pation was low. By contrast, those now in the 65-75 range have retired 
with some Canada Pension Plan and private pension benefits, have wit- 
nessed an increased work-force participation of women, and have contrib- 
uted to the postwar baby boom. They were young adults during the De- 
pression, lost their fathers in the First World War and themselves ex- 
perienced the Second and Korean Wars. Since middle life they have seen 
the development of tax-supported hospital and medical care and publicly- 
sponsored pension schemes. They were reaching 65 at a time when the 
youth revolution was altering our social structures and attitudes, and 
women were entering the labour force in unprecedented numbers. 


However, over the last decade Canadian society has gradually 
adopted age 65 as a demarcation line between old and young, active and 
passive, productive and dependent. Age 65 has evolved as the age at 
wnich government pension benefits commence regardless of work-force sta- 
tus, and as the common age of normal retirement under employment pension 
plans. During the 1960s the division was found at age 70 when Old Age 
Security and Canada Pension Plan payments became payable regardless of 
earnings. To reflect actual retirement practice, however, the age was 
lowered for OAS payments one year at a time beginning in 1966 until it 
reached 65, and in 1974 CPP benefits became available at age 65 without 
an earnings test. 
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As we have seen in Chapter 2 this age does not mark an absolute 
line in terms of retirement since work-force participation beyond age 65 
continues for some 15.2 per cent of men and 4.5 per cent of women.(1) 
In this report, the word retired is generally used to mean those age 65 
and over whether in fact they are retired or not. A number of others 
will have left the work-force earlier than 65 or will never have been 
part of the paid work-force, and as a consequence their status changes 
less perceptibly upon reaching age 65. However, in terms of public pol- 
icy and public perception 65 is a convenient dividing line. As well as 
marking the beginning of public pension benefits, it is the age at which 
income tax treatment changes, health premiums are waived and drugs or 
other benefits are provided at no cost, and private business extends a 
number of discounts and advantages. 


Statistical data frequently isolate those 65 and over - for exam- 
ple, census, income distribution, labour force and taxation data - so 
that this group is an identifiable segment of the population for pur- 
poses of analysis. Only in specific types of surveys, however, can 
active or retired status be determined with any precision. Two recent 
Surveys of the retired in Canada break out results according to retired 
status regardless of age. The first, conducted by the Department of 
National Health and Welfare through Statistics Canada ("the Health and 
Welfare Survey")(2) compared present and future retired persons in 
Canada in their attitudes, expectations and activities; the second, 
initiated by this Commission and carried out by Southam Marketing 
Research Services ("The Consumer Survey")(3) centred on Ontario and 
examined people's knowledge of and attitudes toward pensions. Much of 
the statistical information we must rely on uses age alone as a criter- 
ion for division and therefore we shall have to focus on those 65 and 
Over in many cases. Beyond this, retirement is in large part a subjec- 
tive assessment; someone receiving a pension but working part-time might 
well feel "retired" but would be considered active in labour force 
statistics. AS a consequence the Commission has chosen to study those 
65 and over as a group, though not without the awareness of the fringe 
group between 60 and 65 who, because they have left the work-force, or 
are married to persons already retired, or for health reasons are less 
active than before, are closer in lifestyle and outlook to the 65 and 
over group than to younger cohorts. 


In addition for many women now in the senior group, retirement is 
not a function of their lives since they were never in the paid work- 
force; consequently their active or retired status will be defined in 
terms of their husbands' status, though there may have been an apprecia- 
ble change in their lifestyle because their husbands are now at home in 
the daytime and the couples must deal with the reality of togetherness. 


The following sections of this chapter will examine relevant fea- 
tures of those aged 65 and over - demographic, social, and financial. 
Because of the nature of the Commission's mandate we have concentrated 
on Ontario, but in cases where sufficient detail is not available for 
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the provinces or where Ontario differs markedly, figures for Canada will 
be used. 
PROFILE OF THE RETIRED 
Demographic Chacteristics 

The 65 and over group in Ontario comprises some 9 per cent of the 
population. Of 8,264,465 people in Ontario in 1976, 738,920 are aged 65 


and over. (4) 


Table 1 
Estimated Population 65 and Over, Ontario, 1976 


Number 

Total population 8,264,465 
65 — 69 260,925 
70 - 74 LOT 2 10 
75 - 79 ISBTA025 
80 - 84 . 82,950 
85 - 89 41,495 
90 and over 1977255 
Total 65 and over 738,920 
65 and over as a percentage of total 8.93 


Source Statistics Canada, Census of Canada, 1976, 
Cat M92 8237 Vol. e2 


While the Ontario figure is higher than the comparable figure for 
Canada (8.7 per cent) Ontario is middle-of-the-road when compared to the 
other provinces. Those relying heavily on agriculture (Prince Edward 
Island, Manitoba, Saskatchewan) have seen their younger residents leave 
for jobs in industrialized regions, while the older population remained; 
British Columbia offers a climate and social structure favourable for 
retirement and as a consequence has experienced an influx of retirees. 
Ontario, with its less extreme in and out-migration has retained a pro- 
portionate number of the senior Canadian population. It has 35.9 per 
cent of the total population of Canada and 36.9 per cent of the over-65 
population. (5) 


Women outnumber men in every age group over 65 and the proportion 
of women to men steadily increases with age. 
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Table 2 
Estimated Population 65 and Over by Sex, Ontario, 1976 


Female Male 
(Number ) 
Total population 4,167,600 4,096,865 
65 —' 69 140,390 120,545 
70 = 74 110,885 86,385 
Tor 19 82,660 54,365 
80 — 84 Soy y'4 010) 29,670 
85 = 89 28,000 13,495 
90 and over 1357 390 5 OOD 
Total 65 and over 428,605 3105315 
65 and over as a percentage of total 
female/male population LORZS 7.6% 


Source Statistics Canada, Census of Canada, 1976, Cat. 92-823, Vol. 2. 


As the older group increases, its composition will change. The 
1976 Census showed that women made up 56.3 per cent of the population 65 
and over in Canada and 58.1 per cent in Ontario. Broken out by age 
within that group, we find the following distribution: 


Table 3 


Women as Percentage of Total Age Group, Canada and 
Ontario, 1976 


Age group Canada Ontario 
(Per cent) 
65 -— 74 5360 54.6 
75 — 84 59.6 oss 
85 and over 63.6 Gort 
Total 65 and over DOAS DG ok 


Source Statistics Canada, Census of Canada, 1976, 
Cat. 92-831, Vol. i 


The majority of men age 65 and over are married and the majority of 
women are widowed. Just over half of elderly women are widowed compared 
to about 16 per cent of elderly men. 


One demonstrable difference in the present 65 and over group is 
marital status. Table 4 shows that 74.9 per cent of the men age 65 and 
Over in Ontario are married, and 51.5 per cent of the women are widowed. 
Mortality experience shows a consistent correlation between marital sta-— 
tus and survivorship, with married men outliving other men.(6) Further, 
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the group now 65 and over showed lower percentages for "married" at 
younger ages than does the present population. 


Table 4 
Marital Status of Persons Age 65 and Over in Ontario, 1976 


Female Male 
(Number ) (Per cent) (Number ) (Per cent) 
Single(a) 40,370 9.4 25,890 SA: 
Married 162,845 38.0 232,450 74.9 
Widowed 220,635 5D 48,435 156 
Divorced 4,010 el: 3,540 Ph 
Total 428,620 100.0 3107315 —> 100.0 


a Never married 


Source Statistics Canada, Census of Canada, 1976, Cat. 92-825, Vol. 2, 
Table 22. 


Tables5 
Married Males as a Percentage of the Total Male 
Population in Each Age Group, Ontario, 1976 


Per cent 
25 - 34 TT9 
35 - 44 90.0 
45 - 54 89.8 
55 - 64 ST 
65 and over 74.9 


Source Statistics Canada, Census of Canada, 1976, 
Cats 92-3247) Vol. 2. 


Table 6 


Percentage Married in Male Population, Selected Age Groups, Ontario, 
1951-1976 


Census year Age group Married 
(Per cent) 
1951 (a) 45-54 CSez 
1961 50-54 S729 
1971 60-64 S526 
1976 65-69 83.6 


a Only 10-year age spans are available in the 1951 Census. 


Source Statistics Canada, Ninth Census of Canada, Table 2; Census of 
Canada,s 1961, Cat. 92-952, VOl. ., Pt. 3. Census Ol calliada,, LovL, 
Cat. 92-730, Vol. 1, Pt. 4; Census of Canada, 1976, Cat. 92-825, 
Vor, 2 


Te 


Life Expectancy 


Life expectancy continues to increase and the gap in life expect- 
ancy between males and females continues to widen. In 1961, women's 
life expectancy at age 65 was 15.9 years (13.1 for men) and in 1976 life 
expectancy was 17.9 years for women at age 65 and 13.7 for men. 


Table 7 
Life Expectancy in Ontario by Sex, Selected Years, 1961-76 


1961 1971 1976 
Female Male Female Male Female Male 
(Years) 
AG. bREth 74.4 68.3 n0.o 69.6 aire. 70.6 
At age 60 197 16.2 2155 16.6 Ze LFA 
At age 65 £559 Sipe DINO 13.4 ii) 7! 


Source Statistics Canada, Vital Statistics, 1975, Volume III, Deaths, 
Cat. 84-206, Table 2, p. 2, and figures supplied by Statistics 
Canada, Ottawa. 


Life expectancy tables point to an increasing gap in longevity be- 
tween men and women in coming years. Between 1941 and 1971 the gap at 
age 60 increased from 1.8 years to 4.9 years.(7) A major contributing 
factor toward women's absolute improvement in longevity is the reduction 
in maternal mortality. From a rate of 4.9 per 10,000 live births in 
1956, before the advent of universal hospitalization and medical care 
plans, it dropped to 2.7 in 1966 and 0.3 in 1976.(8) 


A major contributing factor in women's comparative improvement in 
longevity lies in the fact that while infant mortality has dropped dra- 
matically in the period since World War II, mortality for males past 
childhood has improved very little. Infant mortality figures for both 
sexes show a rate of 37.5 per 1,000 live births in 1946 dropping to 25.2 
in 1956, 20.2 in 1966 and 12.3 in 1976. However males at age 20 in 1941 
could expect to live a further 49.6 years and by 1971 this had increased 
only to 51.6 years. Comparable figures for females are 52.4 in 1941 and 
been 197) 79) 


Since reduced maternal mortality can be considered a permanent fea- 
ture of female longevity, all statistics point to an increasing number 
of women in the senior population. While there are some factors at work 
which may enhance the life expectancy of men, the preponderance of fe- 
males is a factor to be kept in mind in any social structures designed 
for the future. 


Mortality and morbidity experience also reflect choices of life- 


style and occupation. At present males are suffering disproportionately 
as a result of their choices. The following table sets out numbers of 
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deaths from specific causes related to behaviour, and underlines the gap 
between male and female experience. 


Table 8 
Deaths from Specific Causes by Sex, Canada, 1971 and 1976 


1971 1976 
Male Female Male Female 
(Number) 

Specific accidents 

Auto accidents 4,100 1,600 Sealy) 1,402 

Other transport accidents 500 70 469 eal 

Industrial accidents 700 S15) 618 54 

Accidental drownings 600 150 -602 Zo 
Lung cancer 4,600 800 5S clita) Lp3e2ey 
Bronchitis, emphysema, 

and asthma 2,800 700 2,268 690 
Suicide 1,900 700 Dep Oe 827 
Cirrhosis of the liver 3500 650 1,941 850 


a Includes trachea and bronchus. 


Source Health and Welfare Canada, A New Perspective on the Health of 
Canadians, Ottawa, >. a and Statistics Canada, Vital 
Statistics, 1976, Volume III, Deaths, Cat. 84-206, Table 15, 
DY 44Ef. 


Allowing for population growth in the intervening five years, the 
decreases, particularly in automobile accidents and respiratory dis- 
eases, are encouraging; though the continued gap in male and female 
experience is not. The past decade has witnessed some major changes in 
behaviour and attitudes to lifestyle. Environmental factors which can be 
controlled have been channelled toward healthier existence - reduced in- 
dustrial pollution of air and water, emission control standards for mo- 
tor vehicles, the mandatory use of seatbelts in Ontario and a number of 
other provinces and lower speed limits for example. Individual behaviour 
Changes which have also been claimed to contribute to improved health 
Status, particularly of men, are reduced intake of high-cholesterol 
foods, greater physical activity such as jogging and cross-country 
skling, and the decreasing incidence of smoking to the point where 
non-smokers now constitute 58.1 per cent of the over-15 population in 
Canada. (10) 


Reductions in death or impaired health resulting from changes in 
behaviour mean that more people will survive to age 65, and will be in 
better shape when they get there. We can see from Table 8 that improve- 
ments will have a disproportionate effect on male mortality, redressing 
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somewhat the present differing experience between the sexes. Whether 
the changes will be significant when compared to future improvements in 
female longevity, however, is debatable. 


At present the group 65 and over differs noticeably in several be- 
havioural respects from its younger counterparts. Nutrition Canada data 
show that the population 65 and over has higher recorded dietary de- 
ficiencies of protein, calcium, niacin, and vitamins A, Bl, B2, and C 
than the population in general. An examination of consumer expenditures 
on food shows that the senior population frequently neglects cheaper 
sources Of nutrition in favour of high cholesterol foods or carbohy- 
drates.(1l1) Lower income is not the only explanation for their poorer 
nutritional status. 


The increasing incidence of non-smokers in the population points to 
a consciousness of smoking's role in contributing to lung cancer and 
other respiratory and heart diseases. In the male population 15 years 
and over in Ontario, the percentage of non-smokers has climbed from 36.9 
per cent in 1965 to 52.8 per cent in 1977. The figures for women show 
less improvement since they have always smoked less than have men, mov- 
ing from 65.9 per cent in 1965 to 67.1 per cent non-smokers in 1977. At 
present the population 65 and over shows 64.1 per cent of males and 85.4 
per cent of females to be non-smokers.(12) The inference is not only 
that the older population smokes less, but also it is non-smokers who 
survive. 


Reductions in air and water pollution, which have improved the 
environment for us all, have been accompanied by a reduction in the 
hazardous conditions of many jobs. Men working in mines, mills and 
factories where their predecessors were exposed to severe risks of lung 
diseases and other health problems now are, to a greater extent, pro- 
tected against such risks. Fewer of them, therefore, will approach the 
retirement years with their health impaired from the workplace, or 
worse, die prematurely from hazardous working conditions. 


The use of seatbelts, which is mandatory in Ontario, coupled with 
lower speed limits has been credited with saving lives and dollars. Re- 
ductions in deaths and disabling accidents since the legislative changes 
took effect were referred to by the Premier of Ontario in April of 1978. 
(13) Since automobile accidents are the greatest cause of death for 
young males, the effects on survival are self-evident. As the figures 
in Table 8 showed, in spite of the growth in population, the number of 
deaths in Canada from this cause dropped between 1971 and 1976. Greater 
awareness of the value of preventive check-ups for cancer, particularly 
breast and cervical cancer which are major causes of death in women over 
age 35, will enhance the already higher survival rate of women. 


In combination, these factors point to greater longevity and better 


health on reaching age 65. At present, those over 65 show heavy inci- 
dence of diseases which can be linked to negative behavioural choices 
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earlier in life: cardiovascular and respiratory diseases, and cancers, 
particularly of the lung, all result in heavy demands on medical and 
hospital systems, with resulting high costs to society. 


Persons over 65 use medical facilities disproportionately, though 
much of the high expenditure results from use by those in the "old old" 
category - over 80 or 85. The Mtario Council of Health found in its 
research that the over-65 population representing at present 8.56 per 
cent of the population utilized 16.2 per cent of all medical services 
rendered in a specific year and 33 per cent of all acute hospital bed 
days in a typical year.(14) It cited figures for utilization of differ- 
ent medical services by persons 65 and over, as at March 31, 1977:(15) 


therapeutic radiologists BD OO) DerECcente 
psychiatrists 32.68 per cent 
urologists 28.16 per cent 
osteopaths 24.95 per cent 
ophthalmologists 24.63 per cent 
general surgeons 2S ei pe Eacente 
internists 22.56 per cent 
general practitioners 17.14 per cent 


While high utilization of these services is understandable in the 
light of the normal deterioration associated with age, some people argue 
that much of the medical care required by the senior population stems 
more from social practices than physical condition. This view is ad- 
vanced in an article by Dr. Charles Godfrey which appears in Canadian 
Family Physician. He argues that a sudden transition from being active 
and needed to being passive and useless — particularly in cases of 
forced retirement - can be blamed for some of the medical problems faced 
by those over 65. He writes: 


"Senior citizens are the major consumers of medications in our 
society. Admission to geriatric wards due to adverse drug reac— 
tions may be as high as one in ten. Aside from pills for senile 
diabetes, decompensated heart action and possibly degenerative 
musculo-skeletal disorders, there is an inordinate consumption of 
psycho-pharmaceuticals. 


"States of depression, anxieties, sleeplessness and general lack of 
mental wellbeing are rarely due to the simple physical factors of 
an aging body. Rather the effects of the psychosocial impact of 
being unneeded, on a psyche which has been oriented to the work 
ethic, is the major disease factor."(16) 


The Ontario Council on Health urged a search for lower-cost medical 
services for the elderly, citing some examples of how the structure of 
programs at present can contribute to the higher costs. They take the 
case of the Ontario Drug Benefit Plan: 
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",..a policy decision has been taken to limit to one month the sup- 
ply of any prescribed drug and thus further prescriptions must be 
filled as many as 12 times per annum on the authorizing of a physi- 
Cian(17)....One consequence of this policy is the fact that in 
1976, the average number of prescriptions for beneficiaries under 
the plan was 11 and in the case of the elderly the number may well 
have been higher. Each prescription costs the people of Ontario a 
dispensing fee received by a pharmacist. The data provided to the 
Task Force revealed that more than 40 percent of the expenditures 
under the Drug Benefit Plan in 1976 were incurred to pay dispensing 
fees."(18) 


Regardless of what changes are adopted to restrain the costs of 
health care to the elderly, the fact remains that since their numbers 
are swelling, the increased tax burden will fall on those in their work- 
ing years. We know from taxation statistics that 20.9 per cent of the 
population 65 and over were taxpayers in 1976, as against 62.8 per cent 
for those between 20 and 64.(19) The question therefore becomes one of 
how many persons in future will reach age 65 and what their dependency 
status will be. The cost of government programs for the elderly is dis- 
cussed in the chapter on economic considerations. 


Social Characteristics 


The danger in any examination of the retired is the unstated as- 
sumption that all retired persons or all over a certain age can be dealt 
with as a homogeneous group. Spanning a range of 30 years or more, those 
aged 65 and over are no more identical in composition or attitudes than 
are all adults under age 30 for example. Age alone is insufficient ex- 
planation for many characteristics; and attitudes and similarities are 
more frequently perceived by persons observing from outside than felt by 
those within the group. In commenting on attitudes and behaviour, 
Morris M. Schnore explains: 


"Any observed differences in attitudes and behaviour between young 
and old cannot be attributed to changes that occur inevitably over 
time as a result of aging. Any differences between members of dif- 
ferent generations may be a result of having lived through differ- 
ent historical time periods and, consequently, having been exposed 
to different socio-cultural events and influences. Such differences 
in generations are referred to as 'cohort' effects, to distinguish 
them from intrinsic effects of aging. Even when people of different 
ages live through the same event, one may expect that they will be 
affected by the event in different ways because of the differences 
in their past experiences."(20) 


Keeping in mind that the retired group spans two generations, we 
shall examine them where possible as they split and regroup into differ- 
ent sub-parts according to various social characteristics and concerns 
in this section and according to income level in the next section. 
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Living Arrangements 


Over three-quarters of the population age 65 and over in Ontario 
and Canada live in urban areas as does the population in general. 


Table 9 
Urban and Rural Population, by Age, Canada and Ontario, 1976 


Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 
Urban (total) 3 OW. aD 6,709 Sie5 
Rural (total) 57626 24.5 1526 LOO 
Urban (65 and over) 1,541 oO 605 81.9 
Rural (65 and over) 461 23 00) 134 TSiexk: 


Source Statistics Canada, Census of Canada, 1976. 


Only 8.7 per cent of the elderly (10 per cent of women and 6 per 
cent of men) in Canada in 1976 lived in collective housing which 
includes nursing homes, rooming-houses, and other institutions. 


Table 10 


Tenure of Housing of Population Aged 65 and Over, by Sex of Household 
Heads, Canada and Ontario, 1976 


Canada Ontario 
(Thousands ) (Per cent) (Thousands ) (Per cent) 
Tenure 
Owned 
Male 525 6935 190 66.9 
Female 233 3001 94 33e% 
Total 758 
Rented 
Male 195 46.4 65 42.6 
Female 226 5Ss6 88 57.4 
Total 1,179 


Source Statistics Canada, Census of Canada, 1976. 


In terms of tenure and housing the older population does not differ 
markedly from the total population. However, those aged 65 and over 
live in single family detached housing to a greater extent and own their 
own dwellings in greater proportion. Of the retired respondents in the 
Consumer Survey, 85.2 per cent lived in a single family home. The dif- 
ferences in housing tenure are greater between men and women in both the 
total population and the population 65 and over. Women own their own 
homes less frequently than men and are more often renters. In addition, 
the majority of elderly women, about 70 per cent, lived alone in 1976. 
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Table ll 
Tenure of Dwellings, Household Heads, Ontario, 1971 


Tenure Median Report ing 

Population Owned Rented Value a mortgage 

(Per cent) (Dollars) (Per cent) 
Total ZpacayeuD 6209 56.9 23,768 2035 
Male Leak poZ]o 66.6 S30 24,378 32h 
Female DS, OOU 44.7 5bsZ 19,051 a3 
65 and over 362,935 69.6 BOS HoOFoZo eS 
Male 220,485 Wile D2 Ae 18,945 8e9 
Female 142,455 57a 423 jsp net 4.8 


Source Statistics Canada, Census of Canada, 1971. 


Those 65 and over not only have a lower incidence of owing money on 
a mortgage but also have lower consumer debt than the younger popula- 
tion. The average debt of those 65 and over was $172 in 1970 compared to 
$1,337 for those 34 and under and $1,038 for those aged 35 to 44. Almost 
80 per cent of those 65 and over had no consumer debt compared to 37 per 
cent for those aged 35 to 44, 39 per cent for those aged 45 to 55, and 
54 per cent for those aged 55 to 64. In 1976, 65 per cent of household 
heads in Ontario 65 and over owned their dwelling and 35 per cent were 
EChcCeLS. 


Education and Origin 


In terms of education, the levels currently available were not the 
norm for the senior population when they were young, and they exhibit 
lower educational levels as a consequence. Over half of those aged 65 
and over have less than grade 9 education compared to less than one- 
quarter of those between the ages of 25 and 64. 


Table 12 
Educational Attainment by Age and Sex, Ontario, 1976 


Age 25-64(a) Age 65 and over 
Male Female Male Female 
(Per cent) 
Less than Grade 9 22eo Ea Digno 5326 
Grades 9-13 33.216 45.8 vd eek 28.4 
Post-secondary 
non-university 15 33 ihe On-7 Loa) 
University 
without degree seo Le ppt 16 
University degree BS, 20 ay) 4 


a To allow for normal termination of education age 25 has been chosen. 


Source Statistics Canada, Census of Canada, 1976, Cat. 92-827, Vol. 2, 
Table 33. 
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A similarity between the two age groups is the lower education lev- 
els of women regardless of age. As we shall see, education correlates 
positively with income - a factor which therefore sets the older popula- 
tion apart from the rest, and women apart from men. 


The immigration patterns which contributed to the make-up of the 
present population 65 and over differ markedly from those of the more 
recent past. While the strong proportion from the British Isles and the 
United States is common to both, we find that, in the older population, 
other northern European countries predominate, aS compared to the south- 
ern European, Caribbean, and Asian sources of recent arrivals. Mother 
tongue is an imprecise measure of ethnic background, but the relative 
predominance of certain languages in the senior population may be of 
Significance. 


Table 13 
Mother Tongue(a) of Population by Age Group, Ontario, 1976 


Population 65 and over Population 0-64 
Rank Percentage of total Rank Percentage of total 
English Ie English 78.4 
French 50 . French e/ 
German 2.0 Italian 329 
Italian Ze? German pe) 
Ukrainian Zee Ukrainian 0.8 
Netherlands and 

Polish ie 4 Flemish 0.8 
Netherlands and Chinese and 

Flemish Ong Japanese OR 
Chinese and 

Japanese 0.6 Greek 0.6 
Greek On Polish 0.6 
Native Indian O22 Native Indian Oss 


a "Mother tongue" is defined as the first language learned that is 
Still understood. 


Source Statistics Canada, Census of Canada, 1976, Cat. 92-833, Vol. 8, 
Table l. 


Recent immigration patterns in both Canada and Ontario show origins 
that will continue to contribute to the predominant English-language 
component, particularly since the United Kingdom is often a stopping- 
off point for immigrants from other Commonwealth countries. However, 
their origins differ from the British Isles origins of preceding 
generations. 
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Table 14 


Immigrants by Country of Last Permanent Residence, 
Canada and Ontario, 1971-76 


Canada Number Ontario Number 
United Kingdom 155,603 United Kingdom 88,287 


United States 136,237 West Indies(a) 637520 
West Indies(a) 95,057 United States 52,009 


Portugal 61,601 Portugal 44,682 
Hong Kong 60,529 Hong Kong 25,943 
India 49,310 India 23 7479 
Philippines SI H5O Tealiy 207,133 
Italy 30,952 Philippines LORZ35 
Greece 26,799 Greece 14,778 
France 20,668 Yugoslavia Lig od 


a Figures for 1973 to 1976 are for Caribbean 
countries. 
Source Ministry of Treasury, Economics and Inter- 
governmental Affairs, Ontario Statistics, 
LOTT  SVOL. uke SOCial sSérices, sTable, 3.15, 
Derg26 


Work-force Participation 


While it is impossible to determine retired status precisely from 
labour force figures, the pattern of diminishing work-force attachment 
after age 55 is clear, as is the large drop-off for both sexes at age 65 
when public programs become available. Figures for the past four years 
demonstrate this pattern: 


Table 15 


Labour Force Participation Rates by Sex, Persons 45 and Over, Canada, 
1975-78 


1975 1976 L977 1978 
Male Female Male Female Male Female Male Female 
(Per cent) 
45-54 Se 46.1 92°35 48.3 92.4 49.2 O29 6 ey 8) 
55-64 1953 SVinxs) IOoot B20 TO. Pare 16.0 32.8 
65-69 29.9 ore 25.4 TASS eyes Oe Zoe Verte! 
70 and over 110 Ded 9.8 Daw 952 20 9.6 Ay 


Source Statistics Canada, Labour Force Annual Averages, 1975-78, Cat. 
W=520 7 PO." 9=1 20 


Since work-force participation of women is increasing, the decline 


at age 55 starts from a higher point each year, though the pattern of 
decline remains fairly constant. It can be seen that women increasingly 
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will be facing retirement from the work-force with all its psychic and 
social implications, as a factor in their own lives. For women already 
in the higher ages, however, work-force participation was not taken for 
granted; therefore "retirement" is not something they have experienced 
personally. 


Not surprisingly the work patterns of those 65 and over who remain 
in the work-force are noticeably different from their younger counter- 
parts. While work is still predominantly full-time, the proportion of 
part-time work is greater than at younger ages. For the last four years, 
for example, those 15-24 worked 78-80 per cent full-time; those between 
25 and 64 worked 90-92 per cent full-time, as against 72-76 per cent for 
persons 65 and over.(21) This arrangement is obviously by choice since 
two-thirds of the part-time workers 55 and over (no breakout for 65 and 
over) listed as the reason "did not want full-time work." This compares 
with just over half between 25 and 54 years.(22) For many in the older 
population, therefore, part-time work is a means of keeping active as 
well as a source of income. The Health and Welfare survey asked the 
reason for working or looking for work (full or part-time) and received 
the following responses: 


Table 16 
Reason for Working or Looking for.Work, Retired Persons, by Sex 


Retired Men Retired women 
(Per cent) 
To earn money 43.9 45.3 
To keep physically healthy 25 eal aa 32) 
To keep in touch with people Oheee 1 Ohe7 
Other 20:33 Zest 


Source Health and Welfare Canada, Retirement in Canada, Vol. II, p. 37. 


A further examination of paid workers 65 and over illustrates the 
importance of income as a reason for working. Figures are based on a 
labour force sample for the 1976 Census, since current labour force fig- 
ures do not show marital status for persons 65 and over. (This in it- 
self is indicative of society's attitude toward those 65 and over, who 
are no longer expected to be in the active category. Unemployment in- 
Surance terminates at age 65, and detailed information is no longer kept 
On those who continue in paid employment. Persons 65 and over without 
jobs, therefore, can only be retired - not unemployed - in the temminol- 
ogy Of public support programs.) 


The heavy representation of single women and married men in the la- 
bour force points to the traditional breadwinner concept; the low repre- 
sentation of married and previously married women underlines a lifetime 
of family and household responsibilities with a consequent lack of work- 
force skills. For those who are in the work-force, however, there is ob- 
viously a desire and willingness to contribute to their own well-being, 
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financial, physical, and mental. However, we know that 85 per cent of 
men and 95 per cent of women in this age group are not in the labour 
force, and it is this large segment which retains our attention. 


Table 17 


Population and Labour Force Activity of Persons Age 65 and Over by Sex 
and Marital Status, Canada, 1976 


Population Labour force 
Male Female Male Female 
(Number) 
Total 875,405 L-l26,930 167,965 78 , 300 
(Per cent) 
Single 9.6 VO 9.0 21.6 
Married 74.0 Sista 81.4 34.3 
Widowed/divorced EGao 51. O 9.0 BGalk 


Source Statistics Canada, Census of Canada, 1976, Cat. 94-805, Vol. 5. 
Retirement Age 


Retirement tends to occur around age 65. Respondents in the Con- 
sumer Survey showed 54.6 per cent retiring or planning to retire between 
61 and 65. The Health and Welfare survey showed 63.8 per cent of the 
men choosing 65 or lower and 46.4 per cent of the women choosing 60 or 
lower. General satisfaction with the age of retirement, regardless of 
the reason for it, was evident. In the Consumer Survey 56.2 per cent of 
the respondents would not have chosen to retire at a different age; in 
the Health and Welfare survey 52.8 per cent of the retired men and 64.8 
per cent of the retired women were content with their decision. Un- 
fortunately neither survey examines responses according to the marital 
status of the respondents, which means that we are unable to judge 
wnether married women, traditionally two or three years younger than 
their husbands, tend to retire when their husbands do and therefore 
exhibit differences from the single women surveyed. 


The satisfaction factor is worth examining in the light of reasons 
for retirement, which, in the Health and Welfare survey, are as follows: 


Table 18 
Reasons for Retirement, by Sex 


Retired men Retired women 
(Per cent) 
Compulsory retirement 2 
Poor health 3 
Other 2 
Laid off 
No answer 


Source Health and Welfare Canada, Retirement in Canada, Vol. I, Table 
sey ois? 
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Table 19 
Factor Responsible for Not Retiring at Preferred 
Age, by Sex of Retiree 


Men Women 
(Per cent) 
Compulsory 33.4 12.8 
Other Oo 138.9 
Poor health Si Ae. 42.0 
Laid off 47.1 44.3 


Source Health and Welfare Canada, Retirement in 
Canada, Voli Table 47) p. 23. 


From the survey it appears that poor health caused earlier retire- 
ment in most cases, and therefore left the retirees financially unpre- 
pared for retirement and unable to continue gainful employment. In ad- 
dition any employment pension income may have been reduced because of 
early retirement. 


The importance of health as a factor affecting the choice of re- 
tirement age is borne out in the Consumer Survey. It was the most im- 
portant factor listed by retired respondents if the choice to retire at 
a particular time had been entirely up to them: 


State of health 80.0 per cent 
Financial position 66.8 
Responsibility to dependents 253.0 
Job interest/involvement 24.8 
Marital status 18.4 
Level of other activities Ga 


In addition, for this group health was the second greatest area of 
concern in retirement after the ability to remain in their own homes, 
and ranking higher than loneliness or the death of a spouse. ‘This heavy 
emphasis on health might reinforce the stereotype of the elderly as an 
increasingly frail if not bedridden segment of the population, with de- 
clining overall capacities. While appropriate enough for some in the 
"old-old" category - over 85 for example, and more likely to be institu- 
tionalized - this generalization is far too sweeping. In fact, fewer 
than 10 per cent of those 65 and over are in institutions. Arguments 
against such a stereotype are found in several background papers pre- 
pared for the National Symposium on Aging, held in Ottawa in October of 
Oe. 


Dr. J.R.D. Bayne - 
"Although the peak of physical strength and agility is passed in 


early adult life, learning ability is maintained and judgment based 
on experience can be expected to improve into advanced years."(23) 
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Morris M. Schnore - 


",..erecent research findings...indicate that intelligence continues 
to increase into adulthood and, in relatively healthy people, only 
a relatively small decline becomes evident in the 60's and 70's. It 
has become apparent that much of the difference in performance on 
intelligence tests between the young and old is not due to a de- 
cline in intelligence in the old, but a result of higher perform- 
ance levels in successive generations of the young....It is well 
known that the level of education is positively related to perform- 
ance on intelligence tests...and the young, who are better educated 
than the old, consequently, perform better on intelligence tests. 
(24) 


Prom.a recent U.S.) study.- 


"Health status as the reason for retirement appears to vary with 
Occupational category. There is evidence that health status is 
more critical for workers whose jobs require considerable physical 
effort.) (25,) 


A further factor which must be considered is that in a generation 
with strong attachment to the work ethic, not working had serious impli- 
cations in terms of social attitudes unless there was a socially accept- 
able reason for it. Health has always been a "legitimate" reason for 
withdrawal from the work-force; as a consequence, retirees might tend to 
Oover-emphasize the health aspect as opposed to less socially acceptable 
excuses such as boring jobs, or the feeling that job demands were too 
heavy. 


While we can appreciate that ill health may cause premature with- 
drawal from the work-force and consequent financial hardship, we find 
that financial security alone is insufficient reason for "early" retire- 
ment. The Health and Welfare survey posed the question whether the re- 
tired persons would have been willing to retire five years earlier if 
they could have had their current standard of living. While such a ques- 
tion assumes that current living standards are adequate, the response 
nevertheless was interesting: 


- 18.3 per cent of the men and 19.0 per cent of the women would 
have retired; 


- 20.9 per cent of the men and 31.9 per cent of the women were not 
sure; 


- 13.2 per cent of the men and 8.1 per cent of the women would 
have retired and taken a part-time job; 


- but 47.6 per cent of the men and 41 per cent of the women would 
have kept working. (26) 
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A recent U.S. study of attitudes toward retirement found a similar 
positive attitude to continuing in the work-force, with 88 per cent of 
current employees, 87 per cent of retired employees, and 67 per cent of 
business leaders agreeing with the statement: "Nobody should be forced 
to retire because of age, if he wants to continue working and is still 
able to do a good job."(27) When questioned about personal preference a 
surprising number, as in the Health and Welfare study, opted to continue 
working. Some 26 per cent of current employees would prefer to retire 
at the normal age; 22 per cent would retire before the normal retirement 
age; but 51 per cent would choose to remain in the work-force in some 
capacity: 


8 per cent would retire at the normal or early retirement date 
and work for another employer; 


- 14 per cent would continue full-time in their same position for 
the same pay; 


- 5 per cent would work full-time for less pay in a less demanding 
position; 


- 24 per cent would work part-—time.(28) 


Intentions, as might be expected, varied according to the type of 
position held, with hourly wage and salaried workers more likely than 
the self-employed to elect retirement. 


In comparing these attitudes with expectations about retirement in- 
come from various sources, as found elsewhere in the Health and Welfare 
study, the authors comment: 


"The findings in Chapter 1 suggest that the pressures on government 
and business for increased retirement income benefits - stemming 
from an increase in the number of retirees and from inflation - are 
likely to mount considerably in the upcoming years. But the find- 
ings here suggest the cloud may have a silver lining. In the long 
run, more and more people are likely to defer retirement and work 
until a later age. This may greatly lessen the burden of retire- 
ment income costs on government and business: while the trend is 
strongly suggested by: the findings, however, it should not be 
viewed as a sure-fire safeguard that will balance the pressures for 
increased retirement benefits. These pressures are likely to be 
strong, and business and government would be well-advised to seek 
active solutions to the problem."(29) 


However, intentions and reality in the matter of continuing work- 
force participation often differ. And so it is not surprising to find 
fewer retirees actually working for pay than the number now in the work- 
force who express the intention of remaining active. The Health and 
Welfare survey found 43 per cent of the active respondents intending to 
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work for pay or profit in retirement; but only 5 per cent of the retir- 
ees were actually doing so.(29) It must be kept in mind, however, that 
in many cases a continuation of work-force participation means searching 
for a new job. The option of continuing in their former positions sim- 
ply does not exist, because of mandatory retirement policies. 


Concerns 


The psychic shock of a changed lifestyle on retirement stems from 
both financial and behavioural changes: income is usually reduced, lei- 
sure time has to be filled, and embarking on this stage of life is not 
without pain. The fear of future loneliness as former colleagues drift 
away, friends and spouses die, and families become separated if the re- 
tired move to a warmer climate all have to be faced. Some areas of 
anxiety are documented in the Consumer Survey. Of particular interest 
to the Commission, the financial worry is not ranked as high as are some 
of the more human factors. 


Table 20 
Percentage of Retired Respondents Expressing Concern about Certain Fac- 
tors in the Future 


Very Fairly Not terribly Not at all No 
concerned concerned concerned concerned answer 
(Per cent) 
Remain in own home 58.6 1S 1056 a2 10.9 
Death of spouse(a) 50S 1230 8a 1 11.8 1736 
Losing independence 50.2 19.6 US Ded PLES 
Remaining active 49.3 18.4 11s5 3) Gad 12.4 
Health AT25 2526 13.2.0 820 10.9 
Contact with children 45.4 18.4 LO. 2 (ERAS: 12.7 
Finances 44.5 21 L6<3 Teo 10.9 
Death of friends 39.6 2020 15.4 4.8 Pes 
Loneliness 22 TB Boao 15.4 a La is 


a At the time of the survey 66.5 per cent of the retired were married. 


Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey. 


The above table can be read as a very positive statement about re- 
maining an active and independent participant in society; any structures 
which society erects to isolate or segregate its older members are 
likely to be resisted. 


INCOME OF THE RETIRED 


The traditional concept of retirement as a withdrawal from activity 
has conditioned us all to expect that reduced involvement, expectations 
and income will be a part of the retired existence. The end of bargain- 
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ing power in the work-force usually meant the end of any demand on soci- 
ety for support and old age was a time for making do with whatever re- 
sources were available. At present we are in a transitional phase. 
"Drofile of the Retired" has shown what factors are contributing to in- 
creased longevity and better health in retirement. People are retiring 
at an earlier age, some of them with better expectations of income from 
employment pension plans and private arrangements such as Registered 
Retirement Savings Plans. Retirement, for many, is evolving into a 
fourth stage of activity after childhood, education, and work. 


Many now over 65, however, must cope with the new expectations of 
retirement with inadequate financial support. For them the situation is 
particularly difficult since they are physically active and eager to be 
a part of their community; but such involvement frequently entails fi- 
nancial outlays beyond their means. 


We shall see in the following chapter how government programs are 
structured to provide a guaranteed income to pensioners; how various tax 
exemptions and credits benefit persons 65 and over; and how discounts 
and reduced fees for services enhance the income picture for many pen- 
sioners and encourage them to remain active. This section will examine 
the income for the retired as measured in published studies, and will 
discuss the sources of such income. As is common in published sources, 
the population is broken out by age group without regard to active or 
retired status. In the Commission's Consumer Survey, however, the re- 
tired have been defined as those in receipt of a pension other than a 
disability pension, and for whom paid employment contributes to less 
than half of their total income. 


As previously outlined, the sample for the Consumer Survey is con- 
sistent with population distribution in the 1976 Census. It must be 
remembered, however, that of the 165 "retired" respondents, 35 are under 
age 65; of the non-retired, 42 are over age 65. The figures used will 
be for Ontario unless otherwise stated; income in Ontario is generally 
higher, before and after retirement, than the national average. 


Levels of Income 


When examining the income of the population aged 65 and over it is 
well to keep in mind the Statistics Canada low income cut-off levels, 
which are computed by family size and area of residence. Statistics 
Canada defines families and individuals as "low-income" if they spend 62 
per cent or more of their income on food, clothing, and shelter. (30) 


The low income cut-off levels for single persons and couples, most 
relevant to the retired population, in 1976 were: 
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Table 21 
Low Income Cut-offs of Family Units,(a) Canada, 1976(31) 


Size of area of residence 


500,000 100 ,000- 30 ,000- Less than 
and over 499,999 99,999 30,000 (b) Rural 
(Dollars) 
1 person 4,117 S005 3,742 3,442 are Pe 
2 persons 5,966 Siem! By As, 4,989 4,341 


a This table represents the revised cut-offs. For information on the 
original levels see: J.R. Podoluk, Incomes of Canadians, Queen's 
Printer, 1968. For information on the revised cut-offs, an unpub- 
lished paper, "Revision of Low Income Cut-offs" is available from 
Statistics Canada. 

b Includes non-metropolitan cities (with a population between 15,000 
and 30,000) and small urban areas (under 15,000). 

Source Statistics Canada, Income Distributions by Size in Canada, 1976, 

Cats 13-20), Ds 20 


Age and sex breakouts are not available in the income distribution 
figures for provinces; as a consequence we will be using Canadian fig- 
ures which are Slightly lower than those of Ontario. For example, aver- 
age and median incomes in 1976 for families and unattached individuals 
(32) in the various regions are shown in Table 22. 


Table 22 
Average and Median Incomes of Families and Unattached Individuals, 
Canada and the Regions, 1976 (31) 


Average income Median income 
(Dollars) 
Canada 16,095 14,030 
Atlantic provinces LG vel! 11,608 
Quebec 157652 13,604 
Ontario 16790): 14,933 
Prairie provinces 1577509 Sy oe 
British Columbia Te OT, 15,069 


Source Statistics Canada, Income Distributions by Size in Canada, 1976, 
habilet25, 50.256. 


Table 23 shows the average and median income of families and indi- 
viduals for Canada. 


In its report(33) on the incomes of elderly Canadians in 1975, 
Health and Welfare Canada found it was quite clear that single individu- 
als are not so well off as couples. Overall, the average income of sin- 
gle individuals ($3,796) was only 43.4 per cent of the average for all 
couples ($8,746).(34) Single women fared worse than single men, averag- 
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ing only $3,612 or 41.3 per cent of the couples' average, versus S47270 
or 48.8 per cent for men. Over 70 per cent of single individuals were 
women and about 85 per cent of these were widows. 


Table 23 

Average and Median Incomes of Families Headed by Persons 65 and Over, 
Unattached Individuals 65 and Over and All Individuals 65 and Over with 
Income, by Sex, Canada, 1976(32) 


Male Female 
Average Median Average Median 
(Dollars) 
Families (a) 11,644 8,090 be 7794 HOGS 9 
Unattached individuals(b) 67602 3159 A332 3395 


ee NEA Law Shen a 2 A a ee eee ee 

a 1,154 male families and 130 female families in sample. The signif- 
icantly higher incomes shown for families headed by females is at- 
tributable partly to the small size of the sample and also to the 
inclusion of earnings of children living at home. 

b 233 male unattached individuals and 631 female unattached individuals. 


Source Statistics Canada, Income Distributions by Size in Canada, 1976, 
DP” 4 poe 


The poorest couples were those where both spouses were over age 66, 
receiving $7,951 on average in 1975 compared to $9,283 for those couples 
with only the husband aged 66 or over. 


The report compared the average income of elderly census families 
with those of younger age groups and found that pensioners were not 
nearly so well off. Census families with heads aged 45-54 had an aver- 
age income of $19,955 which is 68 per cent and 122 per cent higher than 
the average income of census families with heads aged 65-69 (SLL ;390) 
and with heads 70 and over ($8,977) respectively. (35) 


In 1975, 61 per cent of unattached senior citizens (374,000) and 22 
per cent of elderly couples were below the Statistics Canada low income 
cut-offs. (36) 


The Consumer Survey also attempted to establish the individual and 
family income levels of respondents. Breakouts for the retired segment 
appear in Table 24. It should be noted that some of the retired are not 
eligible for government income guarantees - 35 of the 165 in that group 
are under 65 years of age. While no correlation is available between 
income and age for the retired respondents, the knowledge that income 
guarantees of $310.75 a month (single) and $621.50 a month for a couple 
were available through QAS/GIS/GAINS at the time of the survey lead us 
to conclude that there is little chance that the very low respondents 
are over age 65. Consequently, income levels cannot fairly be compared 
with Table 22. 
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Again with reference to Table 24, a high percentage of respondents 
chose not to answer or refused to supply the information; accordingly, 
the percentages shown (of those answering the income questions) should 
be regarded as only an approximation of the income situation of the re- 
tired respondents. 


Table 24 
Income Distribution of Retired Persons: Personal and Family Income 


Personal income Family income 
(Dollars) (Number) (Per cent) (Number) (Per cent) 
Under 2,000 20 Ges 6 aya. 
2,000- 2,999 8 6.7 3 WAG! 
3,000- 3,999 PA eS) did Te/ 
4,000- 4,999 A ie, Hae) 3 Pad 
5,000- 5,999 4 3.3 7 622 
6,000- 6,999 14 LE.7 5 1833 
7,000- 7,999 6 5.0 16 tar 2 
8,000- 8,999 4 Bs3 8 dik 
9,000- 9,999 2 ae 4 325 
10,000-14 ,999 14 1 / bey, dlsys) 
15,000-19,999 6 5.0 10 8.8 
20,000 and over 6 5.0 13 a pe 
Total 120 100.0 PES 100.0 
No response (a) 45 52 
Total in survey 165 165 


a Refused, did not know, or invalid response. 


Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey. 


We must assume that those who retired under 65 did so for reasons 
other than compulsion, since workers in Ontario are protected from 
dismissal because of age up to 65. That they have not taken post- 
retirement employment points to several possible explanations: 


- they cannot find employment; 

- their income is felt to be adequate; 

- they retired because of ill health, or other reasons which make 
continued work-force participation impossible or impractical. 


While we cannot clearly identify the low-income pensioners, data 


from the "Profile of the Retired Respondents" in the Consumer Survey 
help to identify some relevant factors: 
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- those with annual incomes under $6,000 had been retired longer 
(9.0 years) than those with incomes of $20,000 and over (5.5 
years); 

— the women had been retired longer (10.1 years) than had the men 
(6 years); 

— those with lower education had been retired longer (8.2 years) 
than the average (7.5 years); and 

— those without employment pensions had been retired longer (9.1 
years) than those who were receiving them (5.5 years). 


We have seen the sex differences from income distribution figures 
in Table 23. Comparison with education levels is provided in figures 
for Canada showing 1976 distribution of income in Table 25. 


The effect of education on the earnings of both sexes is apparent. 
It is equally obvious, however, that sex is an important income detemni- 
nant in the job market. Women with a university degree are more sparsely 
represented in the top brackets than are men who did not complete high 
school. 


Since we know that employment after age 65 ceases to be a major 
source of income for the retired, we shall examine what the principal 
sources are for the elderly population. 


Sources of Income 


Tables 26 to 29 show the sources of income of the elderly popula- 
tion in Canada. Tables 28 and 29 show the sources of income for single 
individuals by sex. 


Table 26 shows that 42.7 per cent of all income of couples where 
one spouse is aged 66 or over and 58.4 per cent of all income of single 
individuals aged 66 and over came from government programs in 1975. 
About 20 per cent in both groups came from investment income, and be- 
tween 11.5 and 13.5 per cent came from retirement pensions. Only 21 per 
cent of single individuals aged 66 and over and 40 per cent of couples 
received any retirement pension income at all.(37) 


Women aged 65 and over have a greater dependence on income from 
government programs than men and received less income from employment 
pensions. OAS and GIS constituted 53.6 per cent of income of single 
females 65 and over in 1975 (44.3 per cent for single males) and retire- 
ment pensions constituted 10.2 per cent of income of single females and 
14.1 per cent of income of males. 
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Table 26 


Percentage Composition of Income of Couples, Husband Aged 66 or Over and 
Wife Any Age by Income Class, Canada, 1975 


Under $4,000- $6,000- $8,000- $12,500 All income 


Type of income $4,000 5,999 7,999 12,499 and over classes 
(Per cent) 

OAS/GIS 82.4 68.7 47.5 24.3 1OGz 84.0 
CPP/QPP Died 6.0 ey 5.4 Daan 4.6 
Social assistance 

provincial 

Supplementation Oea, o25 226 As <0 ge 
Other (a) +8 2 Zao x25 ue ay Zoi 


Sub-total government 


programs 90.9 Ue 58.8 33.4 is AZ 
Investment income Sal 929 14.8 22 57. 2029 20-2 
Retirement pensions(b) 2.3 ae 16.8 20.0 i325 eS 
Sub-total private 

arrangements 7.4 ie B16 42.7 42.0 aoa 
Earnings AT) Bere Bo tee 230 41.6 22.6 
Total (c) 1OO80> #7100805 2.00205 = 00, One O00 100.0 
Average income in 

class S37l48 255,147" ($6,854 S9 992) S21, 176 $8,485 
Sample size 289" 687 350 307 224 857 


Estimated numbers 68,000 150,000 94,000 87,000 70,000 468,000 


a Veterans' pensions, civilian war allowances, workmen's compensation, 
etc. 

b Includes income from employment pension plans, miscellaneous super- 
annuation, and income from annuities. 

c Total includes "Other income" which is not included in the above 
categories. 


Source Statistics Canada, Survey of Consumer Finances, microdata tape 
on 1975 incomes of Census Families. Estimates by National Health 
and Welfare. 
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Table 27 


Percentage Composition of Income of Single Individuals Aged 66 and Over 
by Income Class, Canada, 1975 


Type of income 


Under $2 ,500- 
$3,500 2,999 


OAS/GIS Siew 8/.8 
CPP /QPP 2.0 2.2 
Social assistance 

provincial 

supplementation 360 yar 
Other (a) 9 <6 
Sub-total government 

programs 93.4 93.8 
Investment income 5.4 4.3 
Retirement pensions(a) 1.6 iS 
Sub-total private 

arrangements 7.0 6.2 
Earnings -.7 2 
Total(c) 100.0 100.0 


Average income in 
class 


Sample size 


Estimated numbers 


$1,761 92,715 


654 920 


226,000 758,000 


$3 ,000- S6 ,000 
5,999 and over 
(Per cent) 

50.2 15.4 
4.8 3.4 
2eS we 
Zou 3.4 

60.5 2250 

20.3 3786 

13.4 L950 

3357 5Gie6 
4.0 2070 

100.0 100.0 
$3,945 $9,833 
152 290 

273 5000 116,000 


All income 
classes 


100.0 


$3,796 


2,616 


872,000 


a Veterans' pensions, Civilian war allowances, workmen's compensation, 


etc. 


b Includes income from employment pension plans, miscellaneous super- 
annuation, and income from annuities. 
c Total includes "Other income" which is not included in the above 


categories. 


Source Statistics Canada, Survey of Consumer Finances, microdata tape 
on 1975 incomes of Census Families. Estimates by National Health 
and Welfare. 
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Table 28 
Percentage Composition of Income of Single Males Aged 66 and Over by 
Income Class, Canada, 1975 


Under $2,500- $3,000- $6,000 All income 
Type of income $2,500 2,999 5,999 and over classes 
(Per cent) 

OAS/GIS 88.6 86.3 48.1 14.9 44.3 
CPP/QPP bsg Se) 6.2 32 43) 
Social assistance 

provincial 

Supplementation 2.5 226 Zee 0 Pea 
Other (a) 0) 6 Sens: Ze 2.4 
Sub-total government 

programs 93.0 O28 60.2 20.4 D262 
Investment income 8.5 BES) 145 Bone 19.9 
Retirement pensions(a) 3.3 2.6 yet See LACE 
Sub-total private 

arrangements aS 6.5 S156 Sib) 34.0 
Earnings -4.9 7 6.4 26:9 AGS, 
Total (c) 100.0 100.0 100.0 100.0 100.0 
Average income in 

class SL G4 eae? fnlS 5379 iol O plas $4,270 
Sample size 166 256 247 103 tdi2 
Estimated numbers 55,000 62,000 85,000 42,000 245 ,000 


a Veterans' pensions, Civilian war allowances, workmen's compensation, 
CCC. 

b Includes income from employment pension plans, miscellaneous super- 
annuation, and income from annuities. 

c Total includes "Other income" which is not included in the above 
categories. 


Source Statistics Canada, Survey of Consumer Finances, microdata tape 
on 1975 incomes of Census Families. Estimates by National Health 
and Welfare. 
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Table 29 


Percentage Composition of Income of Single Females Aged 66 and Over by 
Income Class, Canada, 1975 


Under $2 ,500- $3 ,000- $6,000 All income 
Type of income S277500 2,999 5,999 and over classes 
(Per cent) 

OAS/GIS On sal 88.2 SPo2 L538 5336 
CPP/QPP 220 £29 4.2 306 ae 
Social assistance 

provincial 

supplementation Pal oe | Siu A 260 
Other(a) ee <6 Die Ao Diss 


Sub-total government 


programs 93.4 93.4 607 24.2 61.4 
Investment income 4.4 4.4 2300 40.4 Zs 6 
Retirement pensions(a) 1.1 a Ps 7 LOM: Oe 
Sub-total private 

arrangements SF GS: Gel 34.8 Dehn 2) Slee! 
Earnings =6 ‘dll 268 lois Spee) 
Total(c) 100.0 100.0 100.0 100.0 100.0 
Average income in 

class S03 2,143 $3 ,880 $9,635 Soy Or 
Sample size 488 664 505 187 1,844 
Estimated numbers 172,000 195,000 187,000 73,000 628,000 


a Veterans' pensions, Civilian war allowances, workmen's compensation, 
ecc. 

b Includes income from employment pension plans, miscellaneous super- 
annuation, and income from annuities. 

c Total includes "Other income" which is not included in the above 
categories. 


Source Statistics Canada, Survey of Consumer Finances, microdata tape 
on 1975 incomes of Census Families. Estimates by National Health 
and Welfare. 


The reliance on government programs is borne out by responses from 
the Consumer Survey showing the sources of pensions expected by those 
already retired (regardless of age): 


A 


Table 30 
Expected Sources of Income from Government Pension 
Programs, Retired Respondents, Ontario, 1978 


OO ee 


Total 
Number of respondents 165 
(Per cent) 
CPP 74.0 
OAS S07 
GIS Titseal 
GAINS 10.8 


Source Royal Commission on the Status of Pensions 
in Ontario, Consumer Survey. 


This compares with other important sources of income revealed in 
taxation figures: 


Table 31 
Sources of Investment Income for Persons 65 and Over by Sex, Canada, 
1976 


Male Female 
(Per cent) 

Bank interest 14.3 20.4 
Bond interest A2 VA) 
Mortgage interest 205 320 
Taxable amount of dividends 453 7.4 
Net rental income De®) iets) 
Annuity income 2 8 


Source Revenue Canada, Taxation, Taxation Statistics, 1978, Table 4, 
pe 58-59. 


The low percentage represented by CPP in the total income picture 
of persons 65 and over coupled with the high expectation of income from 
this source as it matures, (seen in Table 30) underlines the plight of 
those who retired before the plan came into operation, or in the early 
years of the plan when benefits were small. The growth in benefits can 
be perceived from Table 32 which shows the average of total CPP retire- 
ment benefits in pay at the end of 1978. 


Lower initial benefits (and contributory earnings to some extent) 
in the early years of the plan account for the lower amounts at the 
higher ages. For women, lower amounts throughout show the effect of 
their generally lower earnings or shorter work history. As CPP matures, 
however, and as a higher proportion of women reaching 65 have some 
earnings-related pension awaiting them we find reliance on income-tested 
supplements waning. Historically, persons in Ontario have relied less 
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on the Guaranteed Income Supplement than have those in other provinces 
because of comparatively higher incomes. However the number of OAS 
recipients needing full supplementation has declined steadily in Ontario 
and Canada as a whole since 1972. The total receiving any supplementa- 
tion is also dropping. During the period shown in Table 33 the guaran- 
tee levels have risen, so that the figures do not represent persons with 
income below the same amount over the years. The OAS/GIS guarantee in 
April 1971 was $1,620 (single) and $1,530 (couple, each). By April 1977 
the figures were $2,929 and $2,794 respectively. 


Table 32 
Average Monthly CPP Retirement Pension by Age and 
Sex, Canada, December 1978 


Monthly average 


Male Female 
(Dollars) 

65 159.84 POW OL: 
66 E51.66 102.68 
67 14272 96.47 
68 132635 89.56 
69 120.69 S257 
70 MeL ACS 27 7Oezo 
71-74 87250 6.1225 
75 and over 46.88 B55 
Average, all ages LOFT <9 Gicin Gut 


Source Health and Welfare Canada, Canada Pension 
Plan Statistical Bulletin, December 1978, 
Vol 107 Number ’4),° Table 25, p. “15. 


Table 33 
Proportion of OAS Recipients Receiving GIS, Canada and Ontario, 1971-77 


Receiving GIS Full Partial 
Canada Ontario Canada Ontario Canada Ontario 
(Per cent) 

9.74 50.0 42.0 2165 Tosh 2255 2229 
1972 DDs5 46.8 Dies 19.6 28.0 274 
1973 Sys 49.4 26.2 1c SZ 30.4 
1974 57 9 49.6 25 Lee B2e2 31.4 
1975 Sos 48.5 24.0 16.9 B25 Bi. 6 
1976 5Se5 47.2 2330 15 o7 3256 BISS 
LOTS 55ee 46.6 255 14.3 8878 3233 


a Fiscal year ending March 31. 


Source Statistics Canada, Social Security National Programs, 1978, Cat. 
86—201, Table- I-4;"p. 35. 
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The increases in income which are responsible for a decline in 
numbers requiring income supplementation through GIS have also resulted 
in declining numbers and expenditures for Ontario's GAINS program, which 
guarantees a level of income above the combined OAS/GIS maximum. This 
decline is seen in Table 11 in Chapter 3. 


There are many ways both formal and informal in which people plan 
for retirement income. 


In its consumer survey the Royal Commission asked respondents about 
expected sources of retirement income. Responses were compared with the 
ways in which respondents were actually providing for retirement income. 
All respondents were asked: "What sources of retirement income do you 
(did you) expect to have when you retire(d)?" In total, nineteen 
specific ways in which a person could acquire money for retirement 
income were read to the respondents. Results for the eight most 
mentioned sources, excluding government related sources, are shown in 
Table 34. 


Table 34 
Sources of Expected Retirement Income, by Total Family Income 
CN ae Lo I Pe es en ea ee 
Total family income 
Under $6,000- $10,000- $14,000- $20,000 
S6,000 $9,999 $13,999 ~7S19;,999). or more Average 


(Per cent) - 

Personally owned 

home 52.6 46.4 59.8 7063 Tse) 65/5 
Savings 39.8 49.2 61.6 60.1 73.0 61.9 
Company employee 

pension E932 36.9 Sys: 58.0 61.6 biee 
Investment income 10.9 20-2 Zo 56 36.6 54.7 $3e9 
RRSPs 329 4.3 LOM 2659 41.9 2601 
Insurance company 

annuities LOR9 dao AG) 20.0 29729 PALS: 
Post-retirement 

employment 2.6 6.9 a0) HOS 2255 13.6 
Inheritance Ze6 5.4 6.4 6.6 Ore LO 


Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey, Questions 2a, b, c, d. 


The single most frequently mentioned source of retirement income 
was a personally owned home (average 65.5 per cent). A house as a 
source of income has many possibilities; for example, the retired may 
live rent-free, sell the home upon retirement, or rent part or all of 
their home to provide income. More than half the respondents expected 
to save money for retirement, and an additional 30.4 per cent stated 
that they expected income from investments. As has been shown else- 
where, expectations rise as annual incomes rise, and most expectations 
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of those in the 35 to 54 age group were marginally higher than those of 
younger or Older people (Table 35). 


Table 35 
Sources of Expected Retirement Income by Age Group 


Age group 
18-34 35-54 55 and over Average 
(Per cent) 

Personally owned home Doe (heipes: 64.1 65.5 
Savings 62.5 62.4 61.0 Gieg 
Company employee pension 50.3 54.8 48.4 iL a 
Investment income 30m 42.9 34.4 S69 
RRSP EES Sisal eoaS 200 
Insurance company 

annuities 27.4 Zoe O il) 2535 
Post-retirement employment 19.5 15.4 6.0 1356 
Inheritance Loui, 12) 338 1055 


Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey. Questions 2a, b, c, d. 


When expectations were broken down by employment status, very few 
differences were found between self-employed and employees with the ex- 
ception of anticipated company pensions. The high incidence of self- 
employed expecting incomes from voluntary saving reflects the lack of 
planned pension incomes for this group. But again, all segments show a 
majority relying on a personally owned home. 


Later on in the questionnaire, respondents were asked how they were 
actually saving for retirement income (Table 36). As expected, a per- 
sonally owned home was very high on the list of ways to save except 
among those currently unemployed. 


When expectations and actual behaviour in respect of the same five 
sources of retirement income are compared, some differences emerge 
(Table 37). In some instances, expectations exceed reality. For ex- 
ample, savings expectations among the unemployed were high (70.1 per 
cent), but only 57.3 per cent were actually saving. On the other hand, 
more self-employed were saving for a home than were expecting income 
from this source. Basically, the retired appeared to have been somewhat 
disappointed in their expectations, as were those not now in the labour 
force, except for their own home and savings. Those who were not now 
saving for retirement reported generally that they just did not have 
income available to put aside because there were other demands on their 
money. 
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Table 36 
Ways in Which Respondents Are Now Saving for Retirement (a) 


Personally Insurance 
owned company 
home Savings Investments RRSPs annuities 
(Per cent) 
In the labour force 
Self-employed 75.4 ole5 46.7 Soi) 27.0 
Employee 63.0 60.8 BOes Ql, 2059 
Unemployed 34.4 Shee) 22g DRS) 20-1 
Not in the labour 
POrCe 
Retired Cle 55 S0KY 1355 1S 
Others 5o.? 46.9 26.7) 13.6 IB 
Average 59.4 57.4 Sea ZieeS ayaa | 


ee 26 5 2" ORE ee Fe ee eee ee 

a Company employee pension is not included because it was not listed as 

a way of saving in this question and was explored in detail elsewhere. 

Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey. Question 2e to j. 


Table 37 
Comparison of Expected and Saved-for Retirement Income 
Not in the 
In the labour force labour force 
Self-employed Employee Unemployed Retired Others 
(Per cent) (Per cent) 
Personally owned 
house 
Expect 7030 68.0 58.6 5526 tae 6978 
Saving for 75.4 63.0 34.4 Cis 35629 
Savings 
Expect 63.5 GZ.5 Ow 58.0 64.0 
Saving for Sy Pa) 60.8 573 61. 37949.9 
Company employee 
pension 
Expect 16.4 BIA a EZ Shea 
Investments 
Expect 53.5 42.3 S208 BON sOe 
Saving for 46.7 36.2 2239 80. 2a 26e7 
RRSPs 
Expect 33193 32.4 S155 LOW W2AHO 
Saving for 3855 Deey 2209 13233 SVs 
Insurance company 
annuities 
Expect 0 Pe) 2525 Zoe 10; SRE 
Saving for Zi O 20.9 20.1 739 stale 


Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey. Questions 2e to j. 
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Personally Owned House 


It is clear that a personally owned home is the most expected 
source of retirement income and the item most saved for before retire- 
ment. While most people do not actually derive income from a house, 


none the less they consider it to be the cornerstone of income security 
in retirement. 


Most heads of household age 65 and over in Ontario in 1976 lived in 
owned dwellings (64.2 per cent). Of these, 7.3 per cent reported a mort- 
gage on the property compared to 28.3 per cent of the total population. 


In the Royal Commission's consumer survey, 87.9 per cent of the 
retired stated that they owned or were purchasing their home, and 10.3 
per cent lived in rented accommodation. Of all respondents, 81.4 per 
cent stated that they owned or were purchasing their home and 16.3 per 
cent lived in rented accommodation. 


Many briefs to the Commission referred to the importance of living 
in one's home. Many advocated subsidies or reduced taxes to enable pen- 
Sioners to continue living at home. It should also be kept in mind that 
relatively few people age 65 and over are institutionalized. 


One proposal aimed at making a dwelling income-producing is that of 
a "reverse mortgage." Under a reverse mortgage, the lender would pay the 
borrower a monthly sum based on a percentage of the value of the equity 
in the property. Repayment would be made from estate. (38) 


Insurance Company Annuities 


Insurance companies sell both group annuity and individual annuity 
contracts. Most group annuities are registered pension plans, and some 
individual annuities are in registered plans as "Individual Pension 
Policy Trusts." Other annuity contracts are not included in any of the 
categories mentioned above. They may be bought by individuals from per- 
sonal savings, from the proceeds of insurance policies or from severance 
awards when they leave employment. 


Total annuity payments from insurance companies to Canadians in 
1977 amounted to $759 million. The premium income for annuities was 
$1,919 million, of which 46 per cent was individual and 54 per cent 
group. According to Income Tax statistics, $319 million of annuity in- 
comes was shown on tax returns for the 1976 taxation year, apart from 
pension or superannuation income. 


Other Savings 


People save for retirement in many ways other than through formal 
employment pension plans and other registered savings arrangments. 
People look to their homes for security and have personal savings as 
well. Many people rely mainly on their own business. Only 17.9 per 
cent of respondents in the consumer survey were not saving or had not 
saved for retirement. The reason for not saving was predominately lack 
of money (62.5 per cent) although 22.9 per cent said they never had 
thought about retirement. The latter accounted for 37 per cent of the 
18-34 age group, but only 8 per cent of the 35-54 age group and 6.4 per 
cent of those 55 and over. 
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Attitudes About Income 


As for levels of income, respondents were asked how much money 
ought to be provided to persons 65 and over. The question was as 
follows: 


"17(a) By today's standards, what do you feel is the minimum total 
monthly income that would be adequate for.... 
One person over 65, living alone 
Two people over 65, living together eS 


The range of figures suggested by all respondents according to sev- 
eral factors is interesting. In suggesting amounts of $536 per month for 
a single person and $798 per month for a couple, the retired segment is 
somewhere in the middle of the spectrum. Since they are the ones living 
in the real world of retirement the figures cited may well approximate 
their current needs. Other levels are compared with those suggested by 
the retired in Table 38. 


It is noteworthy that in the responses shown in Table 38 the esti- 
mate for a couple at no time is double that for a single person. Living 
alone obviously is seen as relatively more expensive. 


A further question in the survey asked if government assistance to 
persons over 65 should increase. While 11.8 per cent of the retired re- 
spondents did not know or did not. reply, 60.1 per cent said it should 
increase, but a surprising 28.1 per cent felt it should not. When asked 
about the adequacy of the current monthly CPP maximum retirement pension 
($194.44 at the time of the survey), 43.8 per cent of the retired felt 
the amount was too low, but 41.8 per cent felt it was about right and 
1.8 per cent felt it was too high; 12.6 per cent did not answer or did 
not know. 


Respondents were told the total amount of current income guarantee 
levels from OAS/ GIS/GAINS and asked if they should be increased: re- 
sponses by work-force status were as follows: 


In Not in 
Retired labour force labour force Unemployed 
(Per cent) 
Yes 60.1 66.6 Sona L432 
No 28 ol: OMe 8) 29.1 2259 
Don't know/ 
did not state UES} 5.9 hed 29 


However, when later a general question was asked whether "govern- 


ment assistance" to persons over 65 should be increased, the following 
results emerged: 


In Not in 
Retired labour force labour force Unemployed 
(Per cent) 
Yes 7 PR) J9.53 qs: 82.8 
No 14.2 13e9 16.9 LT 2 
Don't know/ 
did not state 13.3 6.8 ATMA - 
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These latter responses are understandable in the light of a 
follow-up question which asked whether such assistance should be in 
terms of money, subsidized services or both. While money was obviously 
the more important there is sizeable support for the idea of services: 


In Not in 
Retired labour force labour force Unemployed 
(Per cent) 

Money 63.0 Sou G25 61.9 
Services 34.5 8955 34.7 Sah. 
Both Jc 6 2.8 6.9 
Don't know/ 

did not state Yi ve) - - 
Table 38 


Average Monthly Income Considered Adequate for One and Two Persons Over 
65, by Segment Responding 


One person Two persons 
Per. cent Adequate Per cent Adequate 
responding amount responding amount 
(Dollars) (Dollars) 
Retired 82238 536 83.4 798 
Total 8972 By, hele 3) 786 
City size 
500,000 and over 84.4 549 84.7 820 
100 ,000-499 , 999 925) 500 O3h3 768 
10,000- 99,999 9258 526 92.6 808 
Under 10,000 90.4 487 90.8 746 
Age 
18-34 93.5 481 eS 740 
35-54 oa!) 547 88.5 824 
55 and over SOes Se) Osi) 193 
Sex 
Male OdneeL 541 O13 824 
Female CU 33 490 S728 744 
Marital status 
Never married 90.5 480 C976 733 
Now married 89.0 527 Oo a/ 798 
Widowed, divorced, 
separated 88.5 505 88.5 778 
Income 
Under $6,000 94.3 450 93.0 745 
6,000— 9,999 9255 498 9225 Yee! 
10,000-13 ,999 95,3 502 S556) 759 
14,000-19,999 Ouro 550 92.4 809 
20,000 and over O2 35 544 93 ek 819 


Source Royal Commission on the Status of Pensions in Ontario, Consumer 
Survey 
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There is obviously some ambivalence in attitudes to pensions from 
public sources and their role in the income of the retired se Sincestne 
present generation of retired persons is so dependent on pensions from 
government, their expectations of levels of income may understandably be 
heightened. We know from the analysis of the retired respondents to the 
Consumer Survey that 48.1 per cent do not have an employment pension and 
86.7 per cent had not invested in an RRSP. 


The absence of employment pension sources and the consequent heavy 
reliance on publicly-supported retirement income plans is a Major idise 
tinguishing feature of today's retired population. 


Expenditures 


Patterns of family expenditure may be expected to vary with age, 
partly as a consequence of changing responsibilities, health, interests, 
and activities. Most important in the present context, however, is the 
effect of changes in income on the type as well as the total amount of 
spending by the elderly. Since the incomes of those aged 65 and over 
are generally reduced by retirement, declining health, or widowhood, a 
higher proportion is spent on the necessities of life and relatively 
less on other goods and services. For low income families of all ages, 
differences in the budget pattern are most obvious, as will be seen from 
the last column in Table 39. This table includes comparative data for 
unattached individuals aged 65 and over and for married-couple families 
in which the head is 65 or over. Food, shelter, and clothing are the 
items chosen for this comparison; the same three items in family budgets 
are used by Statistics Canada in determining its "low income cut-off." 


Table 39 
Major Expenditure Patterns, Selected Family Categories,(a) 1974 


Unattached Married 

individuals couples Low 
All families All 65+ head 65+ income (b) 
(Per cent of income) 

Food a2 97-30 2269 21.6 30.9 
Shelter L550 ee OAL iAts) lips ies: 23.4 
Sub-total B22 2 B6.6) 52 40.4 54.3 
Clothing Tet St 5D 6.0 REL 
Total 3923 AS OO .e 46.4 6la5 


es os RO we MA I a OTe ee eee 
a "Family" includes one financially independent individual living 
alone. 


b "Low income" defined in Statistics Canada, Income Distributions by 
Size in Canada; ‘1974, Cat. 13-207, pp. *17=18. 


Source Statistics Canada, Urban Family Expenditure, 1974, Cat. 62-544, 
Occasional, Tables 2, 3, 4, and 36. 
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Elderly unattached individuals were found to spend 52.7 per cent of 
their budgets for food and shelter and 5.5 per cent for clothing - a 
total of 58.2 per cent, only slightly lower than the percentage for the 
group defined as low income (61.5 per cent). For all unattached indi- 
viduals the allocation was 36.6 per cent for food and shelter and 5.7 
pemrcentetor clothing «a etotalof 42.3 per=cent. 


Families consisting of a married couple, one aged 65 or over, with 
or without other family members, spent 40.4 per cent on food and shelter 
and 6 per cent for clothing for a total of 46.4 per cent - higher than 
for all family units (39.3 per cent) or for all unattached individuals 
(42.3 per cent). 


Shelter costs, it will be seen, are a disproportionately large item 
in the budget of unattached individuals 65 and over; 29.8 per cent com- 
pared with 19.6 per cent for all unattached individuals, 18.8 per cent 
for elderly married couples, and 23.4 per cent for all low income fami- 
lies. With food accounting for only moderately more than the share spent 
by elderly couples, single persons living alone were most clearly disad- 
vantaged by not sharing accommodation and - to some extent at least - by 
a generally lower incidence of home ownership. 


Not surprisingly, the over-65 group has a distinctly higher tend- 
ency to use current income for current consumption. Figures from the 
same 1974 survey, shown in Table 37 tell us that, while the overall 
average spent on current consumption was 74.5 per cent, the percentage 
for unattached individuals 65 and over was 86.7; and for elderly couples 
it was 80.3. While most of the difference is accounted for by the lower 
personal taxes paid by older persons, it is significant that the propor- 
tion of income going to "security" (insurance, savings) is also much 
lower for the 65 and over group; compared with an overall average of 5 
per cent, the security allocation was only 2.9 per cent for elderly mar- 
ried couples and, for unattached individuals 65 and over, it was .5, or 
one-tenth of the figure for all family units. It is also of interest 
that the older groups reported higher than average shares of income 
going to’ “gifts and contributions." 


Table 40 

Non-Consumption Expenditures by Selected Family Categories, 1974. 
Unattached Married 
individuals couples: 

All families 65 and over head 65+ 
(Per cent of income) 

Current consumption 74.5 86.7 80.3 

Personal taxes 18.4 Me D 12.8 

Security on) AS) 259 

Gifts and contributions Ze: 53 4.0 

Total expenditures 100.0 100.0 100.0 


Source Statistics Canada, Urban Family Expenditure, 1974, Cat. 62-544, 
Occasional, Tables 3 and 4. 
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Results of the family expenditure survey cited here, while applica- 
ble only to major urban centres, are not necessarily unrepresentative - 
especially as to comparisons of the older population and all families. 
First, food prices are not necessarily lower in smaller urban centres or 
rural areas, and the same applies to clothing. Second, the prevalence 
of significantly lower shelter costs in an area (rents and home owner- 
ship costs) usually accompanies lower average incomes. Consequently it 
is reasonable to regard the major budget differences revealed inedables 
39 and 40 as reflecting the spending patterns generally of older indi- 
viduals and married couples in relation to those of all families. 


In social security planning it is relevant that family expenditure 
in the over-65 group is characterized by a pronounced bias toward the 
basic necessities as opposed to more or less discretionary types of 
spending. It is also important to observe that unattached individuals 
65 and over pay more than half again as much for shelter as do those in 
other categories. The extra cost represents 11.1 per cent of income 
when compared with shelter expenditure of elderly married couples (2976 
as opposed to 18.8). 


Finally, it is of some economic significance that more of the in- 
come of the elderly is used for current consumption. That is, there is 
a comparatively high likelihood that an additional dollar of income to 
persons in the over-65 group will flow immediately into the demand 
stream for goods and services. This propensity to consume (more prop— 
erly expressed as a ratio of consumption to disposable income), together 
with the observed pattern of spending by the elderly, may be taken into 
account by governments from time to time when framing stimulative fiscal 
measures. 
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Chapter 5 


Retirement Income in Ontario 
from Government Programs 


THE NATURE OF SOCIAL SECURITY 


"Social security" denotes a course taken by government to protect 
members of society as a whole against certain evils deemed to be such 
that only collective government action can deal with them effectively. 
Canada's social security for the elderly has three distinct elements: 


-~ A universal feature provided by the Old Age Security pension 
(OAS) paid to all Canadians at age 65 who fulfill the residency 
requirements. 


~ A welfare feature provided by the Guaranteed Income Supplement 
(GIS) and other federal and provincial programs which provide a 
guaranteed annual income to the elderly who have little or no 
other income. | 


-~ A social insurance feature provided by the Canada Pension Plan 
where income in retirement is based on lifetime earnings and 
contributions are made by almost all employers and workers. 


The first element, the OAS pension, may be found alone or ity con 
bination. With the welfare or income-tested programs it provides a 
minimum income for the needy elderly. With the social insurance program 
(CPP) it provides a basic retirement income for all workers... Both 
combinations are intended to achieve certain income goals: a minimum 
guarantee in the case of the OAS-welfare combination; and, for OAS-—CPP 
(as originally designed) 40 per cent of pre-retirement earnings at the 
industrial average level. 
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Beyond the income levels provided by these measures, people must 
look to private arrangements including employment pension plans, Regis- 
tered Retirement Savings Plans, personal savings, and (for some) contin- 
ued employment. 


How effectively the income goals are met will be discussed toward 
the end of this chapter and in the following chapter (Adequacy). First, 
it is necessary to examine the ways in which the three social security 
elements have been expressed in legislation, federal and provincial. 


The Universal Feature 


The Old Age Pension became a fixed amount without a means test in 
1952 and has been a universal payment since that time. This universal 
approach, adopted after the Second World War in a time of economic 
growth, was a major departure in social security thinking. Canada is 
one of very few countries to adopt such an approach. Originally fi- 
nanced in part by an earmarked Old Age Security tax (discontinued in 
1972) the pension came to be regarded as a benefit individuals had paid 
for and therefore would receive as a matter of right on attaining a 
specified age. 


Over the years, the universal feature of Old Age Security has been 
questioned on two grounds: first, that it is wasteful to give the pen- 
sion to those who have no need of state assistance; and second, that 
removal of this feature would make more money available to help those 
who do need support. The second viewpoint, reflected in recent po- 
Sitions taken by the Senate Committee on Poverty and the Canadian Coun- 
cil on Social Development, would seem to suggest the need for review of 
the entire system of social security for Canadians of all ages. Until 
that can be undertaken, the Commission feels that the universal OAS must 
be regarded as a necessary component of government programs for the 
elderly. 


To remove the universal feature of OAS would involve more than 
simply combining it with GIS in an income-tested program. Using current 
amounts, that would mean an inclusive guarantee of $332.18 for a single 
person, and $613.88 for a married couple where both are eligible. Given 
the necessary technical revisions, this change would have no immediate 
effect on the incomes of those presently receiving a supplement; but it 
would remove from government pension rolls a significant number of the 
44.7 per cent (1977-78) now entitled to OAS payments only. Of the 
latter, however, many would continue to qualify for all or a portion of 
the OAS equivalent, and the direct savings therefore would be somewhat 
less than the gross figures would suggest. The net saving to society as 
a whole would depend on the outcome of a multitude of consequential 
adjustments to programs which at present assume the availability of OAS 
pensions at age 65. While it is difficult to foresee the nature and 
scope of those adjustments - in employment pension plans as well as in 
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government programs - it is clear that they would be extensive and 
costly. 


Elimination of the OAS as a universal pension would necessitate a 
major revision of the Canada Pension Plan, assuming its original objec- 
tive: a basic retirement income of 40 per cent of earnings at the 
industrial average level. Based on the universal OAS component, that 
objective is to be achieved with a CPP benefit rate of 25°per cent. 
Without OAS the CPP rate would have to be 40 per cent. Furthermore, the 
increased benefit rate would have to be applied retrospectively. (or the 
OAS phased out over a fairly lengthy period) in order to maintain some 
semblance of equity among groups of contributors and taxpayers. The 
additional cost, whether met by increased contributions or from general 
revenues, would offset a large part of the saving in OAS. expenditures as 
such. 


One option might be to replace OAS with a minimum pension under the 
Canada Pension Plan, as we find in the U.S. social security program 
($122 per month at present). To accomplish such a change equitably, 
however, would mean changing the entire relationship between contribu- 
tions and benefits in the CPP. In principle there would be little dif- 
ference between a CPP minimum pension, available to everyone at a given 
age regardless of work-force participation, and the universal OAS pen- 
sion. It could prove more costly, however, if the amount payable on 
retirement were linked to the YMPE rather than consumer prices. 


The presence of a minimum pension in the U.S. social security leg- 
islation (OASDI) reflects a somewhat different constitutional basis for 
social legislation in the United States. That country has been able to 
achieve a high degree of integration of programs at the federal level, 
embracing not only pension measures but also provisions for unemployment 
insurance, health insurance, public assistance, and children's services. 
Contrasting sharply with that is Canada's decentralized approach, in 
which many comparable programs are either entirely within the competence 
of the provinces or at least variable as to content and administration 
under cost-sharing agreements. This compartmentalization offers a rela- 
tively high degree of flexibility: one component of the system may be 
improved without simultaneously changing others. At the same time it 
makes it unnecessary for one program, CPP in this case, to accommodate 
objectives that are more appropriate to other components. Thus, while 
OASDI may incorporate minimum pensions in order to satisfy certain 
requirements of social adequacy, it does not follow that the CPP should 
do so. If it were decided that the Old Age Security pension should no 
longer be universal, its welfare function - logically - would be taken 
up by a program or programs of income supplements. 


Public acceptance of universality in Old Age Security should not be 
discounted. Adoption of OAS legislation and its implementation in 1952 
represented a much-desired break with the tradition of public charity as 
symbolized by the earlier means-tested pension. Henceforth, Canadians 
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were to be entitled to a pension in old age simply as a recognition of 
their participation in the life of the nation. To reinforce the new 
view that the OAS pension was to be received as a matter of right, it 
was financed for some years by earmarked taxes on personal and corporate 
incomes and a portion of the federal sales tax. These developments 
continue to influence the attitudes of a great many people toward gov- 
ernment pensions. To abandon OAS universality at this stage would be 
widely regarded as a serious breach of faith; and that public reaction 
would undermine the credibility of any associated program to reform the 
system of social security. 


On the positive side, the universal OAS pension gives everyone an 
opportunity to participate in social security, regardless of income and 
regardless of whether or how long they may have been in the labour 
force. Apart from proof of age and residence at the time of an initial 
application, there is no recourse to elaborate formulas or records; nor 
is the pension affected by fluctuations in income. For those who may 
need assistance, now or later, their status as OAS pensioners provides 
ready access to income supplements; it also gives them access to a 
number of subsidies, exemptions, and privileges that are extended to the 
elderly by both public and private organizations. 


Finally, it must be remembered that the OAS pension, unlike bene- 
fits based on need, is not only taxable as any other income but cannot 
be considered for the pension income deduction (currently $1,000). In 
other words the pension is partially recovered from those who enjoy 
better-than-average incomes. 


In summary, the universal Old Age Security pension serves as the 
keystone of Canadian social security for the elderly; it could not be 
removed without first redesigning the entire structure. Apart from that, 
it represents to the general public an essential expression of concern 
for all the older members of society. For purposes of this study, 
therefore, the Commission has accepted the universal OAS component as a 
continuing feature of social security for the older population. 


The Welfare Feature 


As we have seen, the welfare components of social security have 
been designed as supplements to the OAS pension. All are made available 
on the basis of need as measured by family income, and access is pro- 
vided primarily through individual enrolment in OAS on attainment of age 
65. Two of the supplements are federal: the Guaranteed Income Supple- 
ment (GIS) and the Spouse's Allowance, the latter for spouses aged 60 to 
65 of OAS pensioners. Additional benefits are available under six pro- 
vincial programs including Ontario's Guaranteed Annual Income System 
(GAINS), with income guarantees that are somewhat higher than those 
established at the federal level. Other benefits related to need or 
variable according to income are provided under federal and provincial 
measures relating to income tax, housing, and health services. 
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No serious disagreement is apparent concerning the principle of 
government assistance to the needy. An underlying public consensus as 
to the need for a collective approach to economic security was evident 
before World War II, and has been expressed most clearly since then in 
the growth of programs designed specifically for the older population. 
This emphasis on assistance to the elderly has been noted by the Eco- 
nomic Council of Canada, which found that, by 1975, payments under OAS, 
GIS, and CPP/QPP accounted for 34.6 per cent of all social security 
transfers, compared to 26.1 per cent for unemployment insurance, 16.3 
per cent for family and youth allowances, 14 per cent for the Canada 
Assistance Plan, and 9 per cent for other programs. A study prepared 
for the Council also demonstrated that the OAS, GIS, and CPP/QPP pro- 
grams were progressive rather than regressive in their net effect on 
income distribution. (1) ' 


Expenditures on income supplements for the elderly may be expected 
to decline gradually as the number of CPP recipients grows in relation 
to the total population 65 and over. At its inception in 1967, GIS was 
seen as a largely temporary expedient to assist people who had retired 
or would retire with little if any entitlement to CPP benefits, includ- 
ing those whose pensions would be only fractional on retirement during 
the ten-year transitional period, 1967 to 1975. Although still an im- 
portant source of retirement income for persons in low-wage occupations 
or outside the regular labour force, supplements will be increasingly 
displaced by CPP income; and that tendency will be more pronounced if 
the future brings higher rates of employment and labour force participa- 
tion (especially by women), expansion of work opportunities for older 
workers, and any significant extension of employment pension plans. 


While considering the general role of income supplements, it should 
be noted that the provincial GAINS performs an important additional 
function by covering persons who cannot meet the residence requirements 
for OAS and GIS but have the necessary minimal residence in Ontario. 
Income guarantees under GAINS (January, 1980) are $371.06 for a single 
person and $722.12 for a couple. 


The Social Insurance Feature 


Both the Canada Pension Plan and unemployment insurance are appli- 
cations of a social insurance strategy to selected areas within the 
general framework of social security. This approach borrows from the 
insurance industry certain methods and terminology, but adapts them 
according to the desired social objectives. In Canadian practice the 
principal social objective is income replacement in the event of spe- 
cific occurrences that are beyond the individual's control: unemploy- 
ment, including limited periods of illness and pregnancy; and, in the 
Canada Pension Plan, loss of earnings as a consequence of retirement, 
long-term disability, and death. 
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In some sense the term "social insurance" involves elements which 
are irreconcilable. The "social" aspect in the CPP design is found in 
some features of a "welfare" nature: the weighting of benefits in 
favour of the lower-paid worker, for example, and the relatively favour- 
able treatment of surviving spouses who have dependent children or are 
over age 45. In a more general sense, disability, death, and survivor 
benefits are sometimes considered welfare features as distinguished from 
those expressly related to retirement income. The "social" aspect is 
also apparent in the structural design which makes participation manda- 
tory for virtually all employed and self-employed workers. Voluntary 
participation is not permitted, nor are individuals allowed to "buy" 
more or less protection than the law stipulates. Also because of its 
social role the plan departs in various ways from a strict contribution/ 
benefit relationship; and it employs a funding approach that is possible 
only in a government-operated program. 


On the other hand in its “insurance" aspect the CPP is designed to 
be self-supporting; benefits are financed by contributions from those 
covered and their employers, without subsidization from general reve- 
nues. The insurance characteristic is also to be found in the varia- 
bility of benefit amounts according to earnings and contributions, in 
the absence of a retirement test for pensions at age 65, and in the lack 
of any offsets for other income. To this extent it can be said that the 
plan is concerned with "individual" benefits rather than "social" 
benefits. 


If the CPP is looked at alone one could argue that its "social" and 
"insurance" elements are at odds. However the Commission does not see 
the CPP emphasis on individual benefits as a disregard for social ade- 
quacy but rather that the CPP as social insurance is intended to play an 
important role in achieving an acceptable level of adequacy of retire- 
ment income. Under the CPP there is no explicit consideration of peo- 
ple's need for retirement income; but a basic need is assumed, and the 
OAS-CPP combination is designed to meet that need. Similarly, those who 
become totally disabled or who die and leave dependents are assumed to 
require at least a minimum of replacement income; and it is that basic 
protection which CPP provides, rather than any defined level of 
adequacy. 


Social adequacy as an objective is not pursued by the Canada Pen- 
sion Plan in isolation, but through a structure of social security 
within which the CPP performs a well-defined function. CPP benefits 
(and OAS pensions) are not expected to meet the income needs of their 
recipients in any precise manner; and indeed it is assumed that most 
will have income from employment pension plans, savings, and other pri- 
vate arrangements. For those whose income falls below a given level, 
however, support is to be provided through other government programs and 
is to be addressed to their particular income requirements. 
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Of the several social security components, then, the Canada Pension 
Plan is unique in the role of ensuring a degree of continuity between 
pre-retirement and post-retirement income. As was intended, it fills 
part of the gap that was not being bridged by employment pension plans 
and perhaps never would have been bridged satisfactorily; and it stands 
in place of alternative solutions, such as Ontario's proposed mandatory 
plan (1962-63), which would have created an extension of pension cover- 
age under private rather than public auspices. 


An understanding of the place of the CPP in social security may be 
more complete if the plan is viewed in relation to employment pension 
plans and other vehicles which utilize current earnings to make provi- 
sion for retirement income. Those private arrangements are linked, 
through favourable tax treatment and other forms of encouragement, to 
the social security system as represented by OAS, CPP, and the supple- 
mental programs. In effect, the CPP when combined with the universal 
OAS pension minimizes the need for transfer payments geared specifically 
to social adequacy. To put it another way, social insurance serves to 
reduce the welfare role of government. 


The balance of this chapter describes in detail the individual pro- 
grams constituting Canada's social security for the elderly, as well as 
other benefits and arrangements provided by government. 


DESCRIPTION OF GOVERNMENT PROGRAMS 


This section will focus on cash transfer programs provided by gov- 
ernments; tax credits, subsidies, and other benefits will be discussed 
in a later section. Throughout this chapter reference will be made to 
the different eligibility tests applied to the programs. The four most 
common are "means," "needs," "income," and "earnings." As applied in 
various programs these terms have the following meanings: 


Means test - a measurement of assets, whether income-producing or 
otherwise, such as house, car, savings, stocks and bonds. Benefits 
are determined on the assumption that some assets could be liqui- 
dated to provide additional income. Such a test was applied to the 
original Old Age Pension and to early social assistance benef 1S. 
It has largely fallen into disuse because it was associated with 
invasion of privacy and subjective judgment by the authorities. 

Today it is felt that considerable stigma attaches to a means test. 


Needs test - a measurement of deficiency of resources in relation 
to a standard drawn up by the funding authorities, for such items 
as lodging, food, clothing, fuel, and transportation. The test is 
used in provincial welfare programs, and is required under federal- 
provincial cost-sharing arrangements. 
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Income test - a measurement of cash flow, accounting for assets 
Only through any income they produce. This test is used for the 
Guaranteed Income Supplement, Spouse's Allowance, and (by co- 
Ordination) provincial supplements. 


Earnings test - a measurement of income from employment or self- 
employment, and formerly applied to Canada Pension Plan benefits 
between ages 65 and 70. It functions as a "retirement test" to 
establish a person's work-force status. The inequity resulting 
from a reduction in benefits for persons earning small amounts from 
part-time work for example, as against no reduction for someone 
with investment income led to elimination of the earnings test from 
the CPP in 1975 and the QPP in 1977. 


Old Age Security (OAS) 


The cornerstone of retirement income in Canada is the universal Old 
Age Security payment made to persons aged 65 and over who meet certain 
residence requirements. Qualified individuals receive a monthly payment 
of $167.21 (January, 1979) including quarterly cost-of-living adjust- 
ments. Benefits are payable outside the country if a recipient had 
twenty years' residence in Canada after age 18; but only for six months 
in other cases. 


OAS pensions are referred to as "universal" - that is, they do not 
take into account previous earnings, years spent in the work-force, tax 
Status, or retirement benefits available from other sources. They con- 
stitute a recognition by society for the contribution made to Canada; 
although many persons now over 65 may feel the pension is theirs as a 
Matter of right since they paid an earmarked OAS tax for a number of 
years. 


Payments of OAS benefits are made on an individual basis; each 
partner of a married couple (if both are pensioners) receives a cheque 
for his or her individual entitlement. Cheques are mailed to arrive for 
the last two or three banking days in each month. Payment begins the 
month after the month in which the applicant turns 65. 


History 


From its introduction in 1927 through 1951, the Old Age Pension 
program was administered by the provinces, its cost shared equally with 
the Government of Canada. In 1931 the federal share was raised to 75 
per cent. The original amount of $20 per month payable at age 70 con- 
tinued unchanged until 1952 when the Old Age Security Act superseded it. 
A means test was applied to benefits under the Old Age Pension Act, and 
pensioners were permitted up to $125 annual income from other sources 
before benefits were reduced. Those with children in Canada who had 
sufficient means to support them could also be disqualified. With the 
introduction of the new act in 1952 the means test was eliminated and 
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its present universal nature established. Qualifying conditions were 
only age and residence. 


Benefits have their purchasing power maintained by quarterly esca- 
lation in line with rises in the cost of living. As shown in Table 4, 
indexing in some form has been used since a pension index became oper- 
ative in the Canada Pension Plan in January, 1968. From then until 
January, 1972, benefits were escalated annually with a maximum increase 
of 2 per cent. The ceiling was removed effective January 1972, and full 
Consumer Price Index increases were incorporated on an annual basis. 
From October, 1973, the indexing has been quarterly, with adjustments 
made in January, April, July, and October. Old Age Security, GIS, 
Spouse's Allowance, and Veterans' pensions are the only federal govern- 
ment programs providing quarterly adjustments. 


From its inception until 1971 the program was financed by means of 
tax levies on sales, corporation income, and personal income, with addi- 
tional amounts from general revenues as required. A separate Old Age 
Security Fund was maintained, and when the earmarked tax contributions 
were eliminated, an amount equal to what would have been raised was con- 
tributed to the fund. In 1975 the fund itself was abolished, and pay- 
ment now comes from federal consolidated revenues. 


Residence Requirements 


Residence qualifications, until amended as of July 1, 1977, fell 
into three categories: 


(a) residence in Canada for forty years after age 18; 


(b) residence in Canada for ten years immediately prior to the approval 
of application for a pension; 


(c) presence in Canada after age 18 for periods which totalled three 
times the absences in the ten-year period immediately prior to the 
approval of the application for a pension plus residence for one 
full year prior to pension payment. 


At present any Canadian citizen or legal immigrant who has reached 
age 65 and who meets the residence requirements may apply. Temporary 
absences of less than one year, or absences for school or university, do 
not jeopardize residence; and absences of a special nature such as 
postings abroad with the armed forces, diplomatic corps, international 
Organizations, or businesses do not interrupt presence in Canada for 
purposes of qualifying under the former option (c), provided the person 
returns to Canada within six months of the end of the relevant period of 
service. 


Under the former rules, eligibility was on the basis of all or 
nothing. The July, 1977 amendments introduced the concept of a partial 
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pension, with benefits directly related to residence in order to recog- 
nize the proportionately greater contribution of persons who have lived 
longer in Canada. Beginning in 1977 and for a transition period of 
forty years two methods of qualifying on the basis of residence are in 
effect - the old rules, and the new system, in which each year of resi- 
dence after age 18 counts for one-fortieth of the full OAS pension. 
With a minimum qualifying period of ten years in order to earn one- 
quarter pension, it will henceforth be possible to apply for anything 
from one-fourth to a whole pension at age 65. Under the new rules ap- 
plicants may elect to wait beyond age 65 in order to qualify for larger 
pensions; but once benefits begin, the amount will not increase with 
further periods of residence. Once the forty-year transition period has 
passed, and all those who were age 18 or newly arrived immigrants at the 
time of the amendments have been allowed the maximum qualifying period, 
all applicants will be governed by the new rules. Later immigrants and 
persons under 18 in July of 1977 automatically come under the new rules. 


Table 1 
Old Age Security Statistics, 1978 


1. Number of Recipients (June 1978), Ontario 


Age Male Female Totat 

65 22,039 22,554 257393 
66 IS eyo IESE) 39,620 
67 Ly ,674 18,604 Eh Oy Adhs) 
68 16,202 16,863 537,005 
69 14,648 15,960 30,608 
70-74 48,704 597216 107,980 
75-79 217,939 34,279 Blepvaliee: 
80-84 9232 2 502 537/34 
85-89 6,070 LOW 35 16,805 
90+ 2,164 4,507 6,671 
Total deers lei} 224,199 406,372 


2. Monthly benefit (January 1979) 
Poy eo! 


Sue Total Bener hess val dah scalmyear vending March) 3iy 1973) 
Canada; — 93.7 billion 


Ontario = 551.3 DL ton 


4. Per cent of GNP (Fiscal year ending March 31, 1978) 
Canada - 1.7 per cent 


Ontario - .6 per cent (of GNP) 


5S. Per cent of Federal expenditures (Fiscal year ending March 31, 1978) 
Canada - 8.1 per cent 
Ontario — 2.9 per cent 


Source Department of Finance and Department of National Health and 
Welfare. 


With OAS pensions variable according to residence in Canada, recip- 


rocal agreements eventually will provide for international portability: 
credits earned in Canada or elsewhere may be counted toward a pension 


eS 


payable in either country. Certain international differences must first 
by reconciled. For example, some countries base their pensions on work- 
force participation, others on residence or citizenship; migrants would 
be penalized unless the countries in question developed a system of pro- 
tecting earned pension credits. Two methods of arriving at pension ben- 
efits under international agreements are: 


(a) totalizing - the combining of periods of residence or contributions 
in each of the contracting states for the purpose of determining 
eligibility in one or both of them; 


(b) prorating - the calculation of the amount of benefits payable by 
each contracting state in proportion to the periods of residence or 
contributions in each. 


At the time of the 1977 amendment it was estimated that some 
500,000 persons now in Canada could be eligible for benefits as the 
result of reciprocal agreements. To date only Italy has signed an um- 
brella agreement; but interest has been expressed by other countries 
with substantial emigration to this country, including the United 
States, United Kingdom, Bermuda, Guyana, Jamaica, and Portugal. 


Because of the minimum ten years' residence required under either 
set of rules, the new conditions will not apply until 1987 to pensions 
actually payable. 


OAS Expenditures 


Figures are not available to show the relation of old age pensions 
at the original $20 level to the Gross National Product. No doube she 
stringent means test kept costs in check. It may be of interest, how- 
ever, to compare figures for 1952-53, the first tulbivyear ofthe present 
program, with the latest figures, those for 1977-78. In spite of the 
growth in number of recipients, the addition of supplementary benefits, 
and the automatic quarterly escalation, growth in GNP has been such that 
the proportion is not much higher now than it was twenty-five years ago. 


Table 2 
Benefits from Total OAS Program and OAS Portion Only, as Proportion of 
Gross National Product, Canada, Selected Years, 1952-1978 


eee See el bee oy i gti» et een ete ye Seber oe ee 
Total program(a) OAS only 
(Per cent of GNP) 
1952-53 1 i 
1972-73 2.4 de 
LOT 7=/5 eee 7 


ee ee ee Oe ee See ee Oe ee ee 
a Total program includes OAS only in 1952-53; OAS and GIS Irie 7 2—13% 
OAS, GIS, and Spouse's Allowance in 1977-78. 


Source Statistics Canada, Social Security National Programs, 1978; :Cat. 
86=20 1 AiTable 7xip. 027777 Pable: 7,) p..2iiprand Statistics Canada 
Information Division. 
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Table 3 
History of the Old Age Security Program 


GIS Maximum OAS/GIS (each) 


Effective date OAS Single Married Single Married 
(Dollars) 
1927(a) 20.00 - - 20.00 20.00 
January 1952(b) 40.00 - - 40.00 40.00 
July 1957 46.00 ~ - 46.00 56.00 
November 1957 55.00 - - 55.00 55500 
February 1962 65.00 - - 65.00 65.00 
October 1963 75.00 - - 75.00 75.00 
1965(c) 79.00 - - 75.00 (5200 
January 1967(d) 1500 30.00 30.00 TOS. 00.) 2105200 
January 1968(e) TSs50 30.60 30.60 £0710. L070 
January 1969 78.00 CLO S120 109.20" 109720 
January 1970 79.58 2183 SHllire’ 3 Dito als SLi B 
January 1971 80.00 B336n 337361 PIS.62e* 1i3sv6l 
April 1971(£) 80.00 55.00 47.50 1352004 Fi27250 
May 1972 (retroactive 
to January) (g) 82.88 CnelZ 59362 150.008 gl42 250 
April 1973(h) 100.00 70.14 62.30 170-14" ~ 162730 
October 1973(i) ees 0) 73.86 65.60 17916.) 79590 
January 1974 108.14 Veegcis 67.37 33% 99 tele ol 
January 1975(3) 120.06 84.21 Tae 19 204.27 194.85 
January 1976 132-90 G3 aac 82.78 226e02 "21 dG 
January 1977(k) 141.34 99983 88.03 240 54791229 Fay, 
January 1978 153.44 107 562 OD DO 261206) 992497200 
January 1979(m) Leds) ASieZoas LIS 304. 49 1281536 
January 1980 182.42 $49.76. 124,52 332018. 2306594 
a Introduction of OAP at age 70, with means test. 
b Means test removed with introduction of OAS at age 70. 
c Age reduced to 65 one year at a time (1965-1970). 
d GIS introduced. 
e Benefits increased by Pension Index with annual maximum of 2 per 


cent. 

GIS married rate introduced. 

Full escalation for CPI introduced, annual. 

Basic OAS raised to $100. 

Escalation changed to quarterly basis. 

Spouse's Allowance introduced in October. 

New residence rules phased in July l. 

GIS maximum raised $20 single and $10 each for a married couple. 


Source Statistics Canada, Social Security National Programs, 1978; and 
Health and Welfare Canada. 
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Guaranteed Income Supplement (GIS) 


The Guaranteed Income Supplement (GIS) is a monthly supplement, 
paid to Old Age Security recipients - that is, persons aged 65 and over. 
GIS amounts depend on individual or couple's income from sources other 
than OAS pensions and they are scaled according to marital status. The 
guaranteed levels are adjusted quarterly according to increases in the 


EFAS 


Consumer Price Index. Residence requirements are the same as for OAS 
pensions. 


Maximum GIS benefits payable in January, 1979 were SL OA Cate Ole 
single person and $114.15 each in the case of married couple. 


Application for GIS is made in April of each year, and the amount 
of supplementation is normally based on previous year's income; an esti- 
mate of current income may be used by first-time applicants or recipi- 
ents whose income has changed substantially since the last application. 
Payments are made on an individual basis: for a married couple, each 
receives a cheque covering the personal OAS pension and one-half of the 
couple's total GIS amount. Persons living outside Canada may continue 
to receive GIS for a maximum of six months, but payments can be rein- 
stated on their return. 


GIS, like Old Age Security pensions and Spouses' Allowances (see 
following) is financed entirely from federal consolidated revenues. 


The Income Test 


The amount of supplement (the couple's amount if applicable) 1s res 
duced by $1 for each $2 of outside income - excluding for this purpose 
the OAS pension and certain other types of income. Reduction begins at 
$2 per month of other income; as a result, the Maximum benefit is paya- 
ble only when other income is less than $24 a year in the case of a 
single person, or $48 a year in the case Of a married couple when both 
are OAS pensioners or one is receiving the Spouse's Allowance. iiyche 
spouse of a GIS recipient is receiving neither OAS nor a Spouse's 
Allowance, a reduction is made only if other income exceeds $47.99 plus 
the annual equivalent of the current OAS amount earpiece. Se he oe BES 
$167.21] = $2,054.51). 


"Income" for purposes of the GIS calculation is the same as defined 
in the Income Tax Act, minus certain specified types of payment. Since 
tax legislation itself provides for several exclusions (not to be con- 
fused with personal exemptions or deductions), it may be useful to sum- 
marize here the relevant items that are not taken into account in the 
income test: ere 


a\enlncone.TaxpAct definition. (See. 0) seexcludes various war- 
related pensions and allowances, workmen's compensation, RCMP 
pensions, social assistance payments, and payments from certain 
employee profit sharing plans. 


b) Old Age Security Act (Sec. 11) - excludes OAS pensions, GIS, 
Spouse's Allowance, provincial supplements (e.g., GAINS), CPP 
and QPP death benefits, family allowances, and federal home 
insulation grants. 
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Table 4 
Guaranteed Income Supplement Statistics, 1978 


1. Number of Recipients (June 1978), Ontario 
Full Supplement: 

Age Male Female Total 
65 aaa tes PAPA Js 3,836 
66 2,053 2285 4,338 
67 2,031 2,309 4,340 
68 1,944 2,440 4,384 
69 1,799 2,422 4,221 
70-74 a5 95 13,315 20,706 
75-79 S7oTS 14,286 Lipo) els pe, 
80-84 4,493 2 123 216 
85-89 2,445 poo 10,380 
90+ pled 4,145 5209 
Total 30 ,566 63,983 94,549 

Partial Supplement: 

Age Male Female Total 
65 3,247 50S 2 yz 0) 
66 4,578 7,048 1 626 
67 5,082 7,446 pox: 
68 5,547 e130 Top 209 
69 5,451 17910 eA 
70-74 27,974 40,493 68,467 
75-79 22,456 32,849 557305 
80-84 2 300 22,856 37220 
85-89 LOS 12,364 eid eae 
90+ 257. 57025 8,082 
Total 94,725 150,484 245,209 
Grand Total sy AI 214,467 3397, 758 


2. Maximum Monthly Benefit (January 1979) 
$114.15 (each, couple) 


$137.28 (single) 


3. Total Benefits Paid (Fiscal year ending March 31, 1978) 
Canada - $1.1 billion 


Ontario - $ .316 billion 


io. seer ‘cent Ot GNP (Fiscal ivear ending: March 31,.1978) 


Canada -—- .5 per cent 
Ontario - .15 per cent (of GNP) 


5. Per cent of Federal Expenditures (Fiscal year ending March 31, 1978) 


Canada -—- 2.4 per cent 
Ontario - .7 per cent 


Source Department of Finance and Department of National Health and 
Welfare. 
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For recipients with outside income GIS benefits are paid according 
to a table based on the prescribed reduction formula and structured ac— 
cording to the four categories: single, including widowed and divorced 
persons; married, both OAS pensioners; married, where the spouse is not 
an OAS pensioner; and married, where the spouse is eligible for the 
Spouse's Allowance. 


Although expressed most frequently in monthly amounts, GIS and its 
income offsets are based on the concept of an annual income guarantee. 
Thus, the "guarantee level" used in Table 5 is applied, once a year, to 
determine the amount of GIS (monthly) which will be payable according to 
annual income - personal income in the case of a single recipient or a 
married person with a spouse not eligible for OAS or supplementation; 
and total income in other cases. It is the annual guarantee which is 
indexed quarterly, resulting in proportionate increases in all monthly 
supplement payments. 


Sometimes referred to as a "tax-back," the reduction of benefits 
resulting from the income test - at the rate of 50 per cent of outside 
income - is intended to preserve an incentive to acquire income from 
other sources. That is, the pensioner will always be better off with 
some earnings or other income than on straight supplementation. By way 
of illustration, Table 5 shows, for each marital category: the maximum 
"other income" corresponding to the lowest amount of GIS and Spouse's 
Allowance payable in January, 1979; the resulting total monthly income; 
and, for comparison purposes, the applicable guarantee level. 


Development of GIS 


When the means test was abandoned in 1952 for purposes of the uni- 
versal Old Age Security pension, it was recognized that some members of 
the older population had needs greater than the OAS level, or required 
support before age 70 when the OAS pension became payable. Initially 
therefore, a modified means test was incorporated in the Old Age Assist- 
ance program under which benefits were made available to persons between 
ages 65 and 70. Recipients if eligible, received the full flat-rate 
benefit (at the OAS level); others received nothing. 


With implementation of the Canada Pension Plan in 1966, a new dis- 
parity began to emerge, between those who would have income from that 
source and those with only OAS pensions. Consequently, the Guaranteed 
Income Supplement was added to the Old Age Security program in January, 
1967 - originally for persons born in 1910 or earlier, but later made 
applicable to anyone aged 65 or over who had little or no outside in- 
come. By guaranteeing a minimum annual income rather than a single ben- 
efit amount, the GIS would provide an income supplement for OAS recipi- 
ents in proportion to need; and it offered a measure of equity to those 
who were too old to benefit from the Canada Pension Plan. At the same 
time the GIS program took an entirely new approach to the determination 
of need: instead of a means test for a flat-rate benefit, there would 
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be an accounting of income and a sliding scale of supplementation. GIS 
recipients therefore would not face a complete loss of entitlement if 
their income edged above some minimal level. 


Table 5 


Effect of GIS Income Test on Total Income where Minimum Supplement 
Payable, January, 1979 


Monthly income (annual in brackets) 


Marital status and Other Total Guarantee 
annual income(a) GIS OAS income income (b) level (b) 
(Dollars) 
Single 
(33399) 228 Tojacl Zie.00 443.49 304.49 
C5522) (3,653.60) 
Married, 
both pensioners 
($5,519.99) .30 334.42 460.00 794.72 BOOZ 2 
(Oy 557) (6,752.64) 


Married, spouse 
not a pensioner 


CoG .050551) 220 TOPS2LSY Oe 215°, 886.70 304.49 
(10,640) (37,655.00) 
Married, 
Spouse's Allowance 
(33), 20 7499) SOC) D6 2a e684 00% S5k.51 5OZe2 (CD 
(20,218) (6; 752.64) 


a Combined income for previous year, excluding OAS, GIS, Spouse's 
Allowance. Monthly equivalents shown as "other income" for current 
period. 

b Annual amounts assume no escalation in government benefits from 
current levels. 

c Includes Spouse's Allowance. 


Source Health and Welfare Canada, Tables of Rates in Effect January- 


March 1979, Old Age Security, Guaranteed Income Supplement, 
Spouse's Allowance. 


In retrospect, the transitional aspect of GIS appears to have been 
overstated at the time of its introduction. That is, it was widely 
assumed that GIS expenditures would gradually diminish as the Canada 
Pension Plan matured over its ten-year transition to payment of full 
benefits in 1976. Had the income guarantees not been increased, it is 
true that relatively few people today would be receiving the GIS supple- 
ment. However, the original maximum payment of $30 per month could not 
be maintained in the face of the rapid growth in personal incomes after 
1967. Substantial increases have had the effect of lengthening the 
transitional period for which the GIS was originally designed; although 
the program may still be described, accurately, as "transitional." 


ity22) 


GIS supplements as such have risen to more than four times the 
original $30 per month. The annual OAS-GIS guarantees have been raised 
from $1,200 for a single person and $2,400 for a couple in January, 
1967, to $3,654 and $6,753 in January, 1979. At the same time, however, 
the proportion of OAS recipients receiving maximum GIS benefits has been 
declining in all provinces; and only slightly over half of all OAS pen- 
sioners in Canada today are receiving either full or partial supplemen- 
tation (Table 6). 


Table 6 
Proportion of OAS Recipients Receiving Full and Partial GIS, Canada and 
Ontario, 1971-77 


Canada Ontario 
Full Partial Full Partial 
(Per cent) 
1971 21.5 Upbe S JSS AR 22.9 
1975 24.0 S225 NGS) Blo 
1977 Palle’ 330 43 SYASe! 


ee ew ae ee ee 
Source Statistics Canada, Social Security National Programs, EO.) Grr eal. 
86-201), Habiltemh, Po. 525,, 527 


Relationships between single and married supplements and between 
GIS and OAS levels may be of interest. At the time it was introduced, 
GIS at the maximum was just under 40 per cent of the OAS pension. Com- 
bined with OAS it was the equivalent of the means-tested social assist- 
ance then available. Since then, separate increases in benefits under 
the two parts of the program have brought the GIS maximum up to 82.1 per 
cent of OAS (single) and 68.3 per cent (married) at January, 1979. Be- 
ginning in 1971 GIS levels have distinguished between the income re- 
quirements of a single person and each member of a married couple; at 
that time a "married" rate was established, producing a single-to-couple 
ratio of about 56 per cent. That ratio was raised to 60 per cent with 
increases effective in January, 1979 of $20 per account - that is, $20 
for a single recipient and $10 each for a married couple. This benefit 
bias is reflected in the amounts of other income shown for single and 
married persons in Table 5. 


Effect of New Residence Rules 


For those who may qualify for only partial Old Age Security pen- 
sions in the future (under new residence qualifications described ear- 
lier in this chapter) the GIS calculation will be fundamentally altered. 
The maximum GIS amount will be payable if indicated by the income test, 
but the OAS amount will be reduced according to the new formula for 
residence of less than 40 years after age 18. In such cases the GIS 
maximum will be a maximum payment rather than a make-up to a guaranteed 
level of income. Expressed another way, the GIS benefits will still 
constitute an income guarantee for those entitled to the full OAS pen- 
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Sion; but the OAS amount will be variable according to residence in 
Canada. If the new residence requirements were applied in January, 1979 
(actually they will not affect pensions payable until 1987) a single 
person eligible for one-quarter of the OAS pension and with no other in- 
come would qualify for OAS and GIS as follows: 


OAS: one quarter of $167.21 S 41.80 
GIS: 137.28 
Total OAS and GIS: 5179508 


By comparison, a person with full residence requirements would be enti- 
tled to receive: 


OAS: full pension S167 321 
GIS: ee 
Total (guaranteed level) $304.49 


Spouse's Allowance (SA) 


Tne Spouse's Allowance is a monthly supplement payable, depending 
on family income, to the spouse aged 60 to 64 of an Old Age Security 
pensioner. Residence qualifications are the same as for OAS. As in the 
case of OAS and GIS, this benefit is subject to quarterly escalation 
according to increases in the Consumer Price Index. 


At its maximum the Spouse's Allowance is the equivalent of the cur- 
rent Old Age Security pension plus the maximum Guaranteed Income Supple- 
ment for a married person. As of January, 1979 these components were 
$167.21 and $114.15 respectively, for a total allowance of $281.36 
monthly. 


Application must be made annually, as for GIS. Also as with OAS 
and GIS, cheques are sent individually. Payments may be continued for 
up to six months during absence from Canada and can be reinstated on 
returning to the country. 


Subject to the income test, a Spouse's Allowance may be paid until 
the recipient reaches age 65, at which time OAS becomes available and 
Phe couple nay, also apply for Gio inthe regular manners wgifethe pen-— 
sioner spouse dies, the Spouse's Allowance may be continued until the 
recipient reaches age 65, but terminates on remarriage. By arrangement 
between the governments of Canada and Ontario, the province contacts the 
Surviving spouse when benefits are about to be terminated, to determine 
eligibility for assistance through provincial support programs and to 
maintain continuity of income. 


As part of the Old Age Security program, Spouse's Allowances are 
paid from federal consolidated revenues. 


ist 


Table 7 
Spouse's Allowance, 1978 Statistics E 


1. Number of Recipients (June 1978), Ontario 


Full Allowance: 


Age Male Female Total 
60 25 3d, 156 
61 43 176 219 
62 34 214 258 
63 43 264 307 
64 63 229 ZoZ 
Total 208 1,014 aeee 
Partial Allowance: 
Age Male Female : Total 
60 Wd 17/08 en] OD 
61 iss 2,429 2702 
62 209 37 b90 SIGE) 
63 278 SISAL 4,194 
64 340 3,914 4,254 
Total AO Sy ARewed oe) 16,194 
Grand total V7, 416 


Se ee ee ae 


2. Maximum Monthly Benefit (January 1979) 
S28 .136 


3. Total Benefits Paid (Fiscal year ending March Ol eu S:) 
Canada —- $115.0 million 


Ontario -— $ 23.7 million 


4. Per cent of GNP (Fiscal year ending Marchecll, 2973) 
Canada, 7705 perecent 


Ontario - .0l per cent (of GNP) 


5. Per cent of Federal Expenditures (Fiscal year ending March obey 


1978) 
Canada —°.25: per -cent 
Ontario — .05 per <cent 


Source Department of Finance and Department of National Health and 
Welfare. 


Income Test 


For purposes of the Spouse's Allowance, "other income" is defined 
in the same way as for the Guaranteed Income Supplement except thait.Gks 
benefits are also specifically excluded. Reduction of benefit for out-— 
side income is in two stages: first the OAS equivalent is reduced by $3 
for every $4 of outside income of the couple (a 75 per cent "tax-back") ; 
then the GIS equivalent and the pensioner's GIS are reduced byr Sl bDEor 
every $4 of additional outside income (a combined "tax-back" of 50 per 
cent). The pensioner's OAS, however, is not affected by the operation 
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of the income test. Table 8 shows the monthly amounts payable to an OAS 
pensioner with spouse aged 60 to 64 with various levels of annual in- 
come, illustrating the sequence of reductions - first in the Spouse's 
Allowance, then in both spouses' supplements. 


Table 8 
OAS, GIS, and Spouse's Allowance: Amounts Payable by Selected Levels of 
Outside Annual Income, January 1979 - Married Couple 


Couple's combined Pensioner 
yearly income OAS GIS Spouse (SA) 
(Monthly) (Monthly) 

Up to $47.99(a) S167 2k $114.15 528 136 

S$ 48-S$ 95.99(b) IG SPA 114.15 278.36 
27088) =) 27735299 (c) LO7 S21. TIAC 15 PVA 15 
2130) 112578399) GH 2 HES SM bs) bya 
8,160 - 8,207.99(e) o7e2L Riis) aad Ws: 
8,208 and over GS: - - 


a Outside income less than $4 monthly; maximum supplements payable. 

b Outside income $4 but less than $8 monthly - OAS portion of SA 
reduced by $3. 

c OAS portion of SA is fully offset by outside income on 3/4 basis - 
remaining SA is equivalent of GIS only. 

d Level at which additional $4 monthly outside income results in $l 
reduction in pensioner's GIS and spouse's GIS equivalent. 

e Level beyond which GIS and SA are fully offset by outside income on 
1/4 basis. 


Source Health and Welfare Canada, Old Age Security, Guaranteed Income 
Supplement, Spouse's Allowance, Tables of Rates in Effect, 
January-March, 979). 


Deve lopment 


The Spouse's Allowance was introduced as an amendment to the Old 
Age Security Act in October, 1975. It was designed to meet the special 
needs of elderly married couples living on only one pension - that is, 
where one spouse receiving OAS and GIS is the principal support of a 
spouse aged 60 and under 65 and therefore not eligible for an OAS pen- 
sion. The GIS income test was extended, with modifications, to the new 
program. 


As originally enacted, the allowance terminated with the month of 
the OAS pensioner's death. Provision was made in 1978 for continuation 
of payments for six months after the older partner's death without 
re-application. That period was extended, effective November 1979, to 
age 65, subject to an annual income test and terminating on remarriage. 
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The new OAS residence qualifications will affect Spouse's Allow- 
ances payable in 1987 and later. A spouse will require at least ten 
years' residence after age 18 to qualify for a partial allowance. Hav- 
ing qualified once however, the spouse may acquire an increased OAS 
equivalent in subsequent years through additional residence. (That is 
not the case with the OAS pension as such, which is applied for only 
once and not annually.) When a couple has qualified on the basis of 
income, the OAS component of the Spouse's Allowance will be based on the 
residence of the younger spouse. It will be possible, therefore, for 
the OAS equivalent paid to the younger spouse to be greater or less than 
the OAS pension of the older partner. The GIS amount for the pensioner, 
and the equivalent for the spouse will be the same as though a full OAS 
pension were payable. 


Guaranteed Annual Income System (GAINS) 


The Ontario Guaranteed Annual Income System provides a monthly sup- 
plement to low-income persons aged 65 and over who meet certain. condi- 
tions of residence in the province. Unlike the federal pensions and 
supplements, GAINS benefits are not subject to automatic escalation; 
instead, the provincial government raises the guarantee levels from time 
to time to reflect increases in the federal GIS Ievels. 


The maximum GAINS benefit is simply the difference between the 
provincial and federal guarantees according to marital status. As of 
January 1979 the monthly amounts were $38.88 for a single person and 
$52.01 for each member of a married unit. For those eligible for GAINS 
but not for OAS-GIS the applicable maximum was the guaranteed level: 
$343.37 single ($4,120 annually) and $666.74 married ($8,000 annually). 


GAINS does not require a separate application in the case of OAS- 
GIS recipients, since its administration is co-ordinated Withy thatwor 
the federal program. Cheques are sent on an individual basis. Payment 
may be made outside Ontario for a maximum of six months, but benefits 
can be reinstated on returning to Ontario. 


Benefits are paid out of provincial consolidated revenues. 


Residence Rules 


Basic residence requirements are the same as for the Old Age Secur- 
ity pension. Those not eligible for OAS may qualify for GAINS in one of 
three ways: 


-~ residence in Canada for five consecutive years immediately prior 
to qualification, with the last full year in Ontario; 


- residence in Canada for a total of twenty years since age 18, 
with the last full year prior to qualification in Ontario; or 


- residence in Ontario for a total of twenty years since age 18. 


134 


Thus, anyone qualifying for GAINS but not for the federal pension 
or supplement may still receive a benefit up to the full GAINS guarantee 
level; that is, the equivalent of OAS, GIS, and the GAINS make-up 
amount. 


New OAS residence rules will affect GAINS in the same way as GIS. 
For those entitled to partial OAS pensions (in 1987 and later) there 
will be a maximum amount payable under GAINS rather than a make-up to a 
specific guaranteed income level. 


Income Test 


Outside income constitutes a full offset against GAINS benefits - 
that is, benefits are reduced by $1 for every $l of "other income" as 
determined for GIS purposes. GAINS, unlike the federal supplement pro- 
gram, is designed to maintain income at a guaranteed level but not above 
it. With its 100 per cent "tax-back" GAINS may be said to remove the 
incentive to have outside income. That is true, however, only with the 
narrow band of income between the GIS and GAINS guarantees. Beyond the 
GAINS limit there is a considerable range of income within which the GIS 
is available. 


Development 


Inaugurated in July, 1974, the GAINS-A program (as it is called to 
distinguish it from GAINS-D, for the blind and disabled) was designed to 
supplement elderly persons' incomes up to a level considered appropriate 
to Ontario conditions - that is, higher than the GIS level. Guaranteed 
levels under GAINS originally produced maximum monthly allowances of 
$24.49 for a single person and $33.36 for each member of a married 
couple. With periodic increases to accommodate higher GIS levels, the 
monthly GAINS guarantee in January, 1979 had become $343.37 (single) and 
$333.37 (each, married) - consisting of a direct GAINS payment of $38.88 
and $52.01, respectively, and the applicable OAS and GIS benefits. 


As originally constituted, GAINS was so structured that the guaran- 
tee for a married couple was exactly double that for a single person. 
This relationship was the consequence of an approach which, unlike that 
of the federal GIS program, aimed at establishing an individual guaran- 
tee regardless of marital status. GAINS benefit amounts calculated from 
the guaranteed income levels therefore were (and are) greater for each 
member of a married unit - both over 65 - than for a single person. That 
difference was reduced, however, in January, 1979. At that time the 
monthly GIS benefits were raised by $20 per account (single person or 
couple), thereby awarding the single recipient a relatively higher 
increase in the supplement. Ontario responded by increasing the GAINS 
guarantees by the same amounts, so that the single GAINS recipient re- 
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ceived the full relative advantage of the GIS change, and the married 
couple's income guarantee was no longer twice the single amount. 


Table 9 
Ontario GAINS, 1978 Statistics 


1. Number of Recipients (December 1978), Ontario 
Single; married with spouse ineligible; 
married with spouse receiving Spouse's 
Allowance 165,472 
Married, both receiving GAINS 78,018 


2. Maximum Monthly Amount Payable (January 1979) (a) 
$38.88 single 
$52.01 married (each) 


3. Total Benefits Paid (Fiscal year ending March 31, 1978) 
SLO8eBumid 10on 


4. Per cent of GPP for Ontario (Fiscal year ending March 31, 1978) 
el2 pern*cent 


5. Per cent of Provincial Expenditures (Fiscal year ending March 31, 
1978) 
-8 per cent 


a OAS-GIS recipients. Persons qualifying for GAINS alone could also 
receive equivalent of OAS and GIS, for a total of $343.37 (single) or 
$333.37 (each, married). 


Source Ontario Ministry of Treasury and Economics; Ministry of Revenue. 


Canada Pension Plan (CPP) 


Canada Pension Plan benefits are earnings-related, are payable as 
monthly retirement pensions at age 65, and are based on required contri- 
butions of employees, employers, and the self-employed. Benefits are 
also provided for disabled contributors, surviving spouses, and de- 
pendent children; and a lump-sum benefit is payable on the death of a 
contributor. All monthly benefits are adjusted annually according to 
increases in the Consumer Price Index. 


Pension credits under the plan are fully portable throughout the 
individual's working life, and are updated to reflect increases in gen- 


eral wage and salary levels. 


A CPP contributor retiring in 1979 could receive a pension of up to 
$218.06 a month, depending on average earnings. A disability pensioner 
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could receive a maximum of $216.06, and a surviving widow or widower up 
to $134.28. The dependent child of a disabled or deceased contributor 
was entitled to a flat-rate monthly benefit of $52.51. The maximum 
death benefit in 1979 was a one-time payment of $1,170. 


While any province may elect to establish its own earnings-related 
pension plan, only Quebec has done so. Terms of the Canada and Quebec 
plans are similar, however, and full portability between them is main- 
tained. Benefits under both plans are payable anywhere in the world. 


A more complete discussion of the CPP will be found in the Canada 
Pension Plan volume. For purposes of this chapter it will be sufficient 
to outline the main provisions of the plan, particularly those relating 
to coverage, portability, and the level of both retirement and survivor 
benefits. 


Coverage is virtually universal for members of the work-force be- 
tween ages 18 and 65, and extends to those over 65 but under 70 who 
defer their retirement. Generally, all employees, employers, and self- 
employed persons are required to make regular contributions on all eli- 
gible earnings - through payroll deductions where possible, otherwise 
through the income tax mechanism. 


Eligible earnings are defined as all income from employment or 
self-employment above a specified minimum and up to a specified maximum. 
For 1979 the basic exemption (YBE) was $1,100 and the earnings maximum 
(YMPE) $11,700, so that a person's eligible earnings could be as high as 
$10,600. Contribution rates (unchanged since the CPP was instituted) 
are 1.8 per cent for employees and an equal amount from their employers, 
and 3.6 per cent for the self-employed. Thus, for individuals with 
earnings at or above the YMPE in 1979, contributions on an annual basis 
amounted to $190.80, or $381.60 if self-employed. 


Portability is ensured through the central recording of all contri- 
butions in individual accounts. In effect, a single contribution is 
sufficient to entitle a person to an eventual retirement benefit. Vest- 
ing is immediate since no minimum period of service or continuity of 
employment in a particular location or occupation is required. Porta- 
bility is further enhanced through the operation of an updating formula 
at the time benefits are calculated, so that pension credits once earned 
retain their value in relation to the rising levels of wages and 
Salaries. 


Retirement pensions are equal to 25 per cent of pensionable earn- 
ings (all earnings up to the YMPE, disregarding the basic exemption) 
averaged over the number of months the individual could have contrib- 
uted, that is, from January 1966 or the person's 18th birthday if 
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later. Before the 25 per cent is applied, however, both earnings and 
contributory months are subject to adjustment - first, to restate the 
individuals's earnings in terms of current wage levels, and second, to 
eliminate from averaging certain months of low earnings. 


Pensionable earnings for each month of the person's contributions 
are updated by means of a ratio of the average YMPE for the latest three 
years (including the year the pension is to commence) to the YMPE in 
effect at the time of the contributions. Thus, for example, a person 
whose earnings had been consistently at 75 per cent of the YMPE could 
expect a pension equal to 75 per cent of the maximum benefit in the year 
of retirement. The YMPE, it should be noted, is intended to represent 
an average of industrial earnings. At present it is somewhat lower, and 
for that reason is increased by 12-1/2 per cent annually; eventually it 
will be escalated according to increases in average wages and salaries 
as measured by Statistics Canada (the "Industrial Composite"). 


Contributory months may be adjusted in three ways. Fics coaeeae 
person's contributory period is automatically reduced by any months for 
which a CPP disability pension was payable. Then contribution months 
before age 65 may be dropped out according to the number of contribution 
months after that age. Finally, the remaining months may be reduced by 
15 per cent, provided that the balance used in averaging must be at 
least 120 months. This last "dropout" allowance, which may be as much 
as seven years, recognizes as a normal characteristic of careers various 
breaks in work-force activity associated with education, retraining, 
illnesses, unemployment, and child-bearing. (A specific allowance for 
years of child-rearing has been enacted but not yet proclaimed, as dis- 
cussed later in this report.) 


Transitional aspects of the CPP during its first ten years of oper- 
ation affected the retirement rights and benefit amounts of many members 
of the present over-65 population. First, the eligibility age for re- 
tirement originally was 68, reducing to age 65 by 1970. More important 
to the present discussion, however, is the fact that retirement pensions 
commencing before 1976 were effectively reduced in all cases. Because 
they were averaged over a minimum of 120 months, no one could receive 
full credit for pensionable earnings until contributions had been made 
for at least 120 months; that point could be reached at the earliest by 
someone who had contributed regularly from January 1966 through December 
1975. Those who chose to take a retirement pension during this transi- 
tion period (or who reached age 70 and had no choice) received frac- 
tional pensions: one-tenth of the full amount if one year's contribu- 
tions had been made, five-tenths after five years, and so on. No such 
reduction, however, was applicable to disability, survivor, or dependent 
children's benefits, although these benefits required contributions for 
a minimum of from three to five years, and so were not payable in the 
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early years of the plan. The phasing-in of various benefits, especially 
the retirement pension, was complete by January of 1976; at that time 
the plan was said to have "matured." 


Surviving spouses' pensions are pertinent to a consideration of 
elderly person's incomes, Since many spouses in the present over-65 pop- 
ulation, especially women, will have little or no CPP entitlement in 
their own right. Eligibility for a surviving spouse's pension depends 
on contributions for ten years, or for one-third of the years in which 
contributions could have been made, subject to a minimum of three years. 
The benefit for a survivor between ages 45 and 65 is a flat-rate amount 
($52.51 in 1979) plus 37.5 per cent of the amount of retirement pension 
the contributor would have received if age 65 had been attained. The 
same amount applies while a survivor under age 45 has dependent children 
Or is disabled; otherwise there is a reduction of 1/120 for each month 
the survivor was under 45 at the time of the contributor's death. No 
benefit, except for the lump-sum death benefit which applies in any 
case, is payable if the surviving spouse is under age 35 and is neither 
disabled nor has dependent children; but a full benefit may be payable 
in the event of subsequent disability. Each child, while a dependent, 
is entitled to a monthly benefit equal to the flat-rate portion of other 
ancillary benefits: $52.51 in 1979. The maximum monthly pension for a 
surviving spouse under 65 was $134.28 in 1979 (not counting children's 
benefits). 


Survivors aged 65 or over receive a somewhat lower amount, normally 
60 per cent of the deceased person's retirement pension. If the sur- 
vivor has a CPP pension in his or her own right, however, a combined 
pension may be payable up to a total equal to the applicable maximum 
retirement pension, $218.06 in 1979. Assuming no personal retirement 
pension, the maximum payable in 1979 to a surviving spouse aged 65 and 
over was $130.84. 


Division of pension credits or "credit-splitting" is a relatively 
new feature of the CPP. On termination of a marriage in 1978 and later, 
either spouse may apply within three years for an equal division of CPP 
credits earned by both persons during the period of the marriage.(2) 
The process includes disclosure to both parties of "pensionable earn- 
ings" credited to them before and after the division, and a thirty-day 
period during which the applicant may withdraw if he or she wishes to do 
so. Where such a division is made, one spouse will usually have gained 
a measure Of CPP protection for such contingencies as disability, death, 
and retirement. 


Other CPP features include disability pensions and death benefits, 
both described elsewhere. All benefits are treated as income for tax 
purposes, and are considered to be “other income" in determining the 
amount of benefits under income-tested programs - Guaranteed Income Sup- 
plement, Spouse's Allowance, and GAINS. 
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Table 10 
CPP Statistics 


1. Number of Recipients in Ontario, June 1979 


Retirement benefits 347745 
Disability pensions ADR TLL 
Children's benefits - under 18 14,448 
- 18 and over 3,416 
Lump-sum death benefit 2,042 
Surviving spouse pension OBR 76 
Orphan's benefits - under 18 887196 
- 18 and over 10,668 
Combined pensions 14,384 
Total S68 pl siles 
2. Amount of New Benefits Payable in Ontario, June 1979 
Ontario 
Maximum Average 
Retirement benefits Sal2e 506 SU59397 
Disability pensions 216.06 182.88 
Children's benefits Sy eae 5225 
Lump-sum death benefit 1770200 9261592 
Surviving spouse pension 134.28 bb2—39 
Orphan's benefits Sy 30 S25ou 
Combined pensions 218.06 hay) ae 
3. Benefit Payments in Ontario, June 1979, ($'000) 
Retirement pensions S40 ,233¢38 
Disability pensions 8,444.6 
Children's benefits - under 18 924.9 
- 18 and over 246.7 
Lump-sum death benefits h389228 
Surviving spouse pension 10,945.8 
Orphan's benefits - under 18 2709762 
- 18 and over 656.4 
Combined pensions 2, 25064 
Total 6 OO 2e2 
4, Benefits as Per cent of GNP (Fiscal year ending March Bile yh: 97S)) 
Canada - .48 per cent Ontariow=oe 26. perxcene 


5. Benefits as Per cent of Federal Expenditures (Fiscal year ending 
March 31, 1978) 


Canadai= 2.3 perscent Ontario - 1.3 per cent 
6s" ‘Gontriubutionset1978=795 

Canada - $2.1 billion Ontario - not available 
7. Individual Maximum Contribution (1979) 

Employee - $190.80 Self-employed -— $381.60 
8. Earnings Ceiling; Basic Exemption (1979) 

YMPE — $11,700 YBE@s49)7400 


Source Canada Pension Plan, Statistical Bulletin, Special Edition 1979; 
additional data from Department of National Health and Welfare, 
Department of Finance. 
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TAX BENEFITS FOR THE ELDERLY 


The 65 and over group is entitled to a variety of tax-related 
benefits - some of them aimed specifically at the welfare of the eld- 
erly, and some of more general application. Those with a significant 
bearing on retirement income are: income tax exemptions and deductions, 
and Ontario tax credits. Brief descriptions follow; a more detailed 
treatment will be found in a later chapter (Government Regulation - 
Taxation). 


Income Tax Exemptions and Deductions 
Married Exemption 


Persons supporting a spouse may claim a deduction amounting to 
$2,130 (1978) or the difference between $2,530 and the spouse's net 
income, if less. In 1976, the exemption was $1,830, and the total 
claimed by tax filers 65 and over in Canada was $328,620,000 - 97 per 
cent of this amount being claimed by males.(3) The figures do not per- 
mit calculation of the number over age 65 benefiting from the exemption, 
Since a spouse may be under 65. Provincial breakouts by age are not 
available. 


Income Tax Age Exemption 


Persons aged 65 and over may claim an exemption over and above the 
Basic Personal Exemption. For the 1978 taxation year the age exemption 
was $1,520 (the basic exemption was $2,430).(4) The exemption is trans- 
ferable between spouses - that is, any unused portion for a spouse with- 
Out taxable income may be claimed by the taxpayer spouse. In 1976, the 
latest year for which tax data are available, the age exemption was 
$1,310. Tax returns were filed by 659,925 persons age 65 and over in 
Ontario, though only 177,212 had taxable income. The total of age 
exemptions claimed in Ontario that year was $865,171,000.(5) It could 
be concluded that the age exemption alone is responsible for removing a 
Sizable number of persons from the tax rolls. 


Pension Income Deduction 


Taxpayers may deduct up to $1,000 of pension income, other than QAS 
and CPP, according to certain criteria. Since pension income includes 
disability, survivor and early retirement benefits, the numbers of per- 
sons 65 and over on retirement benefits cannot be isolated. The amount 
claimed by all tax filers (Canada) 65 and over was $397,027,000, of 
which 66 per cent was claimed by men. Pension income from other than 
OAS and CPP sources represented 15.3 per cent of assessed income of male 
taxpayers 65 and over, and 11.7 per cent for women.(6) The exemption is 
relatively more valuable to low-income taxpayers, although the dollar 
amount of saving is greater for those in the higher tax brackets. 
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Interest and Dividend Income Deduction 


Taxpayers may deduct up to $1,000 per year of interest received 
from Canadian sources or dividends from taxable Canadian corporations, 
or (since 1978) capital gains. Figures for the 1976 taxation year show 
that income from these sources is important to those 65 and over: 


Table 11 
Sources of Investment Income of Tax Filers Aged 65 
and Over, by Sex, 1976 (Canada) 


Source of income Men Women 
(Per cent) 
Taxable amount of dividends 4.3 7.4 
Bond interest 4.2 0 
Bank interest 1473 20.4 
Mortgage interest Les B20 
Income from trusts AIS BZ 


The total of deductions claimed in 1976 income tax returns for per- 
sons 65 and over (Canada), for major items, was as follows:(7) 


Age exemption S72. 865717 15,000 
Married exemption 328,620,000 
Pension income deduction 397,027,000 
Interest and dividend income deduction 665,270,000 
Wholly dependent children, etc. 21,060,000 

$2,277,148,000 


Ontario Tax Credits 


Ontario residents are entitled to certain income tax reductions 
(including refunds in some cases) based on taxable income. Although 
only one type of credit is related specifically to age, the program as a 
whole is relevant to any discussion of retirement income. 


Currently, four types of tax credit are provided: Pensioner Tax 
Credit, Property Tax Credit, Sales Tax Credit, and Political Contribu- 
tion Tax Credit. The amount of credit actually allowed in the case of 
the first three is the excess of these credits (in aggregate) over 2 per 
cent of taxable income, to a maximum of $500. Political contributions 
are partially deductible from tax, on a sliding scale. 


The tax credit program applies to all residents of Ontario whether 
they have taxable income or not, but application must be made by filing 
an income tax return. Tax credits are applied to reduce the provincial 
tax, and where the value of the credits exceeds the tax payable a refund 
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is made. An exception is the Political Contribution Tax Credit, which 
1s applied to reduce the tax payable but is not otherwise refundable. 


To be eligible, persons must be resident in Ontario on December 31 
of the taxation year and must file an income tax return whether or not 
they have taxable income. If temporarily absent, the person must file 
an income tax return as an Ontario resident. For persons moving out of 
the province permanently, claims must be prorated to the last day of 
residence. Minimum age of eligibility for a tax credit is 16, provided 
that person is not claimed as a dependent. Some of the benefits are 
transferable between spouses. 


Section 6(2) of the Ontario Income Tax Act provides for the credit 
program, which is financed by the province but administered by the 
Department of National Revenue through the personal income tax system. 


The four types of credit are analyzed here as they apply to Ontario 
residents age 65 and over. 


Pensioner Tax Credit 


Introduced in 1973, the pensioner tax credit is the only age- 
related credit. In 1978 it amounted to $110 per single person or couple 
as follows: 


- any Single resident aged 65 and over; 


- any Married couple resident in Ontario where one spouse is aged 
65 or over; 


- any married couple where both are aged 65 or over, in which case 
the one having the higher taxable income applies. 


In the case of a couple 65 or over where neither spouse has taxable 
income, the spouse claiming a Property Tax Credit may claim; if no 
Property Tax Credit is claimed, either one may claim the Pensioner Tax 
Credit. Where only one spouse is 65 or over, that spouse must claim the 
Pensioner Credit even if the other spouse is claiming the Property Tax 
Credit. Since the pensioner credit is a flat amount, it is relatively 
more valuable to low-income seniors, especially since cash refunds are 
made. Note that the amount actually deductible from tax is limited by 
an offset of 2 per cent of taxable income and a maximum of $500, applied 
to the total of tax credits (except political contributions). 


Property Tax Credit 
The Property Tax Credit applies to all residents regardless of age. 


In 1978 the formula was $180 or the Occupancy Cost, whichever was the 
lesser, plus 10 per cent of the Occupancy Cost. For homeowners the 
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occupancy cost is the 1978 property tax paid; for tenants 


cent of the rent paid. 


Table 12 
Ontario Tax Credits, 1976 Statistics 


itis, 20,per 


1. Number of Recipients 65 and over (1976 Taxation Year) 
Pensioner Tax Credit 552,149 
Property Tax Credit 2659158 
Rental Credit 206,050 
Sales Tax Credit 607,355 
Political Contribution Credit 2,983 

2. Average Credit per Tax Filer 65 and over (1976) 
Pensioner $110.00 
Property tax 326.43 
Rental BS .oL 
Sales tax 1 Sid WN 
Political contribution Sieos 
Total 268.65 

3. Amount of Credits, Persons 65 and over (1976) 
Pensioner S 60,736,390.00 
Property tax 86,454,006.58 
Rental 64,556, 70.08 
Sales tax 19,969,994. 38 
Political Acontribution 92,800.56 
Total $231,809 9735 

4. Size of Credit Received, Persons 65 and over (1976) 
Se Oe st OG99 7236 

10- 24.99 27208 
25- 49.99 65,776 
50- 99.99 tele 095 
100-199.99 96,406 
200-349.99 216,341 
350-499.99 2265627 
500 and over 459 
5. Credits to Persons 65 and Over as Per cent of GPP (1976) 


.03 per cent 
Source Ontario Ministry of Revenue. 


Introduced in 1972 as the first 
erty Tax Credit applies to residents 
amount actually deductible from tax 
cent of taxable income and a maximum 


measure in the program, the Prop- 
regardless of age. Currently, the 
is limited ‘by~anvoffset’ of 2 per 
of $500, applied to the total of 


tax credits (except political contributions). 
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The credit applies only to a principal residence, that is a housing 
unit in Ontario which is ordinarily occupied by the claimant; and claims 
may be made against only one housing unit. Should residence change dur- 
ing the year, claims must be in proportion to the length of residence in 
each housing unit. 


In the case of married couples the spouse with the higher taxable 
income must claim, regardless of ownership or who pays the taxes or 
rent. In cases where separate principal residences are maintained, each 
may claim. In addition, persons occupying public housing or senior cit- 
izens' housing may claim, as may residents of homes for the aged, nurs- 
ing homes, chronic care hospitals or similar institutions. In the lat- 
ter cases "rent" means actual payments and not subsidies paid through 
OHIP under the extended care program. 


Sales Tax Credit 


In 1978 the Sales Tax Credit was 1 per cent of total personal ex- 
emptions as shown in the federal Income Tax return. Any resident over 
age 16 may apply, unless claimed as a dependent by another tax filer. 
Any resident entitled to transfer unused exemptions for education, 
blindness or other disability to another person may still claim the 
Sales Tax Credit. As noted previously the amount actually deductible 
from tax is limited by an offset of 2 per cent of taxable income and a 
maximum of $500, applied to the total of all tax credits except politi- 
cal contributions. 


Political Contribution Tax Credit 


The latest of the provincial credits, added to the program in 1975, 
the Political Contribution Credit is the only portion not available in 
the form of a cash refund. For 1978, the formula was: 


= / 5 2Per Cent sore the first, sJ00 ef totalecontributions: plus 
- 50 per cent of the next $450 of total contributions; plus 


- 33-1/3 per cent of the amount of total contributions exceeding 
$550, 


the whole subject to a maximum credit of $500. 


Credits may be transferred between spouses, but where there is only 
one official receipt for a single contribution, the claim may not be 
split by the couple. Official receipts are obtained from the chief 
financial officer of a registered party, candidate, or constituency 
association and apply to donations made to such organization or to a 
registered candidate in a provincial election. 
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Table 13 
Ontario Tax Credits, Claimants 65 and Over by Income, Taxation Year 1976 


Property Political 
Pensioner tax Sales tax contribution 
Annual income credit credit credit credit 
(Dollars) 

Under 5,000 325,039 267,438 BT 9I5 279 
5 ,000-10,000 aS 57 129,432 52,027 620 
10,000-15,000 50,808 AS, 770 ay by ips oy gl 
15,000-20 , 000 20,126 20,199 207270 381 
20,000-25,000 8,386 Sy els: 8,420 20 
25,000-50,000 Sys ils 5,478 Sip Soil 520 
Over 50,000 116 554 202 * 348 
Total 552,149 480,444 607,355 2,963 


oe eh ES ee ee 
Source Data supplied by Ministry of Revenue, Ontario, Guaranteed Income 
and Tax Credit Branch. 


Other government-sponsored programs from which those 65 and over 
benefit are based on exemptions or subsidies rather than cash transfer 
payments. As we shall see in the following section, these are important 
financial sources for many in the senior population, and bear examina- 
tion on their own merit. 


OTHER GOVERNMENT BENEFITS 
Ontario Health Insurance Premium Exemption 


Ontario is one of three provinces requiring premiums for health 
care, but premiums are waived for the senior population and low-income 
persons. Those aged 65 and over who have resided in Ontario for the 
previous twelve months may apply to have premiums waived for themselves 
and any dependents.(8) The value of this benefit to the pensioner is 
$20 per month in the case of a single person, and $40 for one with 
dependents. Since the family premium rate covers a spouse under 65 as 
well as any other eligible dependents, the available OHIP statistics 
cannot be matched with those for the population 65 and over. However, 
the Ontario budget papers for 1978 reported that the pensioner premium 
exemption affected some 800,000 persons, at an estimated cost of $154 
matiion in the 1977-78 fiscal year.(9) 


Ontario Drug Benefit Plan 
Prescription drugs are available without charge to Ontario resi- 
dents aged 65 and over. Persons eligible for the Old Age Security pen- 


sion automatically receive an Ontario Senior Citizens Privilege Card in 
the month following the month in which they receive their first pension 
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payment. The Privilege Card serves to identify them for the Drug Bene- 
fit program. Those over 65 not qualifying for OAS may receive a Drug 
Benefit Eligibility Card upon application. Since this benefit is for 
individuals only, a married person aged 65 will be entitled to free 
prescription drugs while the spouse, if under 65, will not. (A similar 
benefit is provided, however, to social assistance recipients.) 


The Drug Benefit program entitles residents of Ontario age 65 and 
over to free drugs which have been 


— prescribed by a duly qualified medical practitioner or dentist, 
—- approved by the Minister, and 


— purchased in or after the month after a person has established 
eligibility for the benefit.(10) 


Actual utilization by those 65 and over is not recorded separately 
from that of others covered by the drug program, such as family benefit 
recipients and patients in special care institutions. According to 
Treasury estimates for 1977-78, some $73 million was the annual cost of 
free drugs for the 750,000 individuals in the 65 and over group.(1l) 
These figures could be expressed as an annual average of $97 per person, 
and the monthly equivalent, slightly over $8, represents the cost of 
insurance provided by the government in addition to the $20 (single 
person's premium) attributable to free OHIP coverage. 


Housing 


Some benefits and programs are aimed at selected groups within the 
senior population, such as home-owners, students, low-income persons, 
and those with limited mobility. The most common example of such a pro- 
gram is in housing, where all three levels of government provide incen- 
tives to builders and land developers, subsidies or tax exemptions to 
landlords, arrangments for special mortgages, and help in feasibility 
and development studies.(12) Three main types of assistance are 
directed specifically at the needs of the elderly. 


Assisted Rental Housing 


Funded by federal, provincial, and municipal governments and admin- 
istered by the province, the Assisted Rental Housing program provides 
rental housing for lower-income families and senior citizens. For the 
latter group the program is geared to those aged 60 and over who are 
capable of looking after their own daily needs, and rent (before assist- 
ance) ranges from 20 to 25 per cent of gross income. A point rating 
system is used for selecting needy applicants; it is based on such fac- 
tors as length of residence in the municipality, overcrowding and physi- 
cal conditions in the present dwelling, health or medical factors, 
amount of income now spent on rent, and number of dependents. 
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Those older persons potentially eligible for rental assistance are 
the 25.6 per cent of male household heads 65 and over and 48.3 per cent 
of female household heads in Ontario who rent accommodation. While 
renters are fewer in each case than for the population aged 15-64 (31.1 
and 65.3 per cent respectively) the notably higher proportion of women 
renting is consistent. (13) 


A brief from the London Housing Authority(14) shows demographic 
characteristics and income levels of persons on the waiting list for 
accommodation. Of the 136 applicants, 24.3 per cent were under age 64, 
35.3 per cent were 65-69, and 40.5 per cent were 70 or over. Applicants 
included 63 single women, 29 single men, and 44 couples. Income levels 
are not available by sex or marital status but, overall, 4.4 per cent 
had monthly incomes of $210 or less; 43 per cent between S2i. andes.300; 
34.2 per cent between $301 and $450, and 18.4 per cent between $451 and 
S600. The upper figure, $7,200 on an annualized basis, is below the 
guarantee from OAS/GIS/GAINS for a married couple, bOtn Go. Or Over. 
$8,000 per year as of January, 1979. 


Rental subsidies to landlords are available from all three levels 
of government for existing housing units and new units. Because of bis- 
ing costs the subsidy for new units works out at approximately double 
the cost of existing units. The amounts provided, together with the 
percentage of the total monthly subsidy for each level of government 
are: 


Existing units New units 
Federal (50 per cent) Sy epan SLZ0R28 
Provincial (42.5 per cent) 53.04 VO 223 
Municipal .(7.5.per,.cent) 9-436 18.04 
Total subsidy $124.81 $240.55 


No figures are available for Ontario as a whole which would permit 
a per capita calculation of benefits for seniors from such programs; but 
the London experience is a useful illustration. The London authorities 
have a number of persons on an inactive list for reasons such as too few 
points or unwillingness to move to another part of town. This latter 
reason has been found prevalent in other centres, and the present as-— 
sessment is that the demand for senior citizen housing in larger centres 
is being met by recent construction and normal turnover. This view is 
put forward in correspondence from the Ontario Housing Corporation which 
states; 


"...in smaller municipalities and in more rural areas of the Prov- 
ince there appears still to be some demand. This demand is judged 
to stem not so much from financial need but rather from the diffi- 
culties experienced by many senior citizens in coping with their 
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present homes, their desire to be amongst people of similar age and 
the absence of suitable apartment houses within the private 
sector."(15) 


In this connection it should be noted that subsidies are not 
counted as income in income-tested support programs such as GIS and 
GAINS; the consequent advantage to clients of such programs as 
government-subsidized housing should be kept in mind when examining the 
financial status of senior citizens. 


Municipal and School Tax Credit Assistance 


This program is funded by the province but administered munici- 
pally, and is governed by an act of the same name.(16) The program pro- 
vides assistance to homeowners 65 and over in the form of an annual 
interest-free loan of $150. No needs or income test is required in 
order to obtain the benefit. The amount is repayable when the house is 
sold, and until then is a lien on the property. No figures are availa- 
ble to show how many seniors in Ontario are benefiting; but in Toronto 
in 1976, some 7,052 received this credit. 


The City of Toronto has its own tax credit program for seniors in 
receipt of GIS who have lived in the same house for a minimum of five 
years. Maximum credit is $100 per year, and in 1976 just over 700 resi- 
dents received it. The credit is not repayable. 


Municipal Elderly Residents' Assistance 


This program, which is governed by an act of the same name is ad- 
ministered by the province and funded by those municipalities which 
choose to participate.(17) The act permits municipalities to pass by- 
laws authorizing special payments to assist owners, tenants, or builders 
of residential property. No figures are available for the number of 
recipients of such benefits or the average amount of assistance. 


OTHER BENEFITS FOR THE ELDERLY 

Some government agencies and Crown corporations favour the senior 
population with reduced fares, exemptions, and other forms of benefit. 
Some principal examples of such policies in organizations owned or sup- 
ported by government are: 


Transportation 


Air Canada, VIA Rail, G Transit, and municipal transportation sys- 
tems have varying degrees of fare reduction for senior citizens. 
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Entertainment and Amusement 


Museums, historical sites and art galleries, Ontario Place, the 
Metropolitan Toronto Zoo, CN Tower, National Arts Centre, O'Keefe 
Centre, Ontario Science Centre, and other similar institutions offer 
free entry or reduced admission prices for seniors. 


Education 


Universities and colleges frequently reduce or eliminate tuition 
fees for persons over 65, and in some cases the same privileges are ex- 
tended to younger persons in the "retired" category. 


Recreation 


National Parks do not charge admission, and camping fees in provin- 
cial parks have been eliminated for persons 65 and over. 


While in some cases it has been possible to estimate the numbers of 
persons availing themselves of the services in question, it must be rec- 
ognized that only those with sufficient income to pay part of the price, 
and sufficient independence of movement to get out’ into the community 
can benefit from these concessions. 


EFFECTIVENESS OF GOVERNMENT PROGRAMS 


Government programs provide a wide range of benefits for the eld- 
erly. The combination of federal and provincial programs in Ontario 
guarantees a monthly income (January 1980) indexed quarterly to in- 
creases in the cost of living, amounting to $371.06 for an individual 
and $722.12 for a couple aged 65 and over. A social insurance program, 
the CPP, provides a maximum retirement pension of $244.44 a month 
(1980), indexed annually, as well as survivor and disability benefits. 
All persons aged 65 and over have free OHIP coverage and a free drug 
program. Certain tax programs and other benefits are available for the 
elderly. 


Adequacy 


Assessment of the effectiveness of all these programs involves a 
consideration of whether the amount of income guaranteed by government 
programs is adequate in retirement. The Commission examines that im- 
portant aspect in the following chapter. An evaluation of the CPP is 
contained in the Canada Pension Plan volume. 


Coverage 


Assessment of the availability and utilization of government pro- 
grams shows a high degree of coverage. As might be expected, the uni- 
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versal OAS pension is received by virtually everyone aged 65 and over - 
99 per cent in Ontario (1976). All who are eligible for OAS are also 
eligible for GIS. In Ontario, those aged 65 and over who are not eli- 
gible for OAS/GIS may qualify for the GAINS program to make up the 
equivalent amount. 


The Old Age Security program together with the supplements ensures 
that many who would be without coverage in an earnings-related system do 
receive benefits. For example, the part-time worker, the woman who has 
worked exclusively as a home-maker, the physically handicapped, and oth- 
ers outside the scope of earnings-related arrangements have guaranteed 
annual incomes. Lack of regular work-force participation is not a fac- 
tor in determining a person's right to income support. 


While the number of recipients of CPP constituted 38.1 per cent of 
OAS recipients in Ontario in 1977, the program's 10 year phasing-in pe- 
riod was only completed in 1976. The CPP covered some 96 per cent of 
employed and self-employed workers in 1976. 


Unlike most employment pension plans, the CPP covers part-time 
workers. Its design ensures that anyone who earns over the Year's Basic 
Exemption has access to retirement benefits, regardless of sporadic 
attachment to the work-force, change of employer, or full or part-time 
status. Because of the conditions for ancillary benefits, part-time 
workers can qualify for survivor and disability benefits based on at 
least some contributions in a certain number of years. As a conse- 
quence, CPP is virtually the only source of disability and survivor 
pensions for part-time workers. Similarly, the plan provides coverage 
for the self-employed, many of whom otherwise would have no comparable 
benefits. 


The Canada Pension Plan was developed as a response to the lack of 
coverage, vesting, and portability in employment pension plans. Immedi- 
ate vesting in the CPP ensures that persons with irregular attachment to 
the work-force nevertheless accumulate pension credits and retain them 
without having to meet minimum service or membership conditions. Total 
portability also responds to the realities of Canada's mobile work- 
force, such as a climate which dictates seasonal work patterns in many 
occupations. Those who suffer unemployment at some time during the 
year, therefore, do not jeopardize the credits already earned, and will 
continue building on that base when re-employed, even with a change of 
location or employer. 


Surviving Spouses 


Recognizing that hardship could arise for women upon the death of a 
breadwinner spouse, the Canada Pension Plan provided for survivor pen- 
sions (first payable in 1968) - originally structured on traditional 
lines so that benefits were payable to widows, but not to widowers un- 
less dependent. That distinction was eventually removed. The survivor 
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benefit is based on the age of the surviving spouse and the presence of 
children, on the theory that it is easier for a younger widow or one 
without children to find gainful employment. Also, in recognition of 
the possibility that a surviving wife will have some CPP retirement ben- 
efit in her own right as well as OAS benefits, the survivor's benefit is 
lowered slightly for those aged 65 and over. By September 1978 nearly 
89,000 persons in Ontario had drawn or were drawing surviving spouse 
benefits from CPP, for a total expenditure since inception of the Plan, 
of over $9 million.(18) Survivor benefits terminate on remarriage but 
may be reinstated in the event of a subsequent termination of marriage. 


A further recognition of the lack of financial resources of sur- 
viving spouses, particularly older women, is the Spouse's Allowance. 
Income-tested benefits to a low-income couple where one is an OAS recip- 
ient and the other between 60 and 65 meet the very real need of couples 
dependent on a pension based on one wage-earner. For those who are not 
married to a pensioner, recourse must be had to the provincial social 
assistance program which provides a significantly lower level of support 
at ages under age 65 than is guaranteed to persons 65 and over by GAINS 
or provided by the Spouse's Allowance. 


Protection from Inflation 


The high rates of inflation which the world experienced following 
the OPEC decision to raise the price of oil brought sharply into focus 
the plight of those living on fixed incomes. The transfer of income 
away from pensioners and others dependent on state aid to those with 
bargaining power in the market-place caused a re-examination of policies 
concerning the automatic increasing of benefits. 


Amendments in 1974 provided for all federal social benefits (Old 
Age Security, Guaranteed Income Supplement, Family Allowances, Veterans" 
Pensions, Canada Pension Plan) to increase fully for rises in the Con- 
sumer Price Index. 


With the indexing of personal income taxes in 1974 the Government 
of Canada acknowledged the revenue windfall to governments in inflation- 
ary times. While tax indexing protected the taxpayers, it could provide 
no relief to those at the bottom of the economic scale with little or no 
taxable income. Pensioners are particularly vulnerable in times of in- 
flation, especially those dependent on income supplementation programs - 
GIS, SA, and GAINS. Indexing of personal income taxes has little or no 
bearing on their situation. It is only when the direct payments to 
recipients are indexed that their purchasing power can be maintained. 


Old Age Security 
Indexing was first applied to Old Age Security benefits in 1968, 


using the Pension Index developed for purposes of the Canada Pension 
Plan. Annual escalation at first was limited to 2 per cent, but that 
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restriction was removed effective with payments for January, 1972. From 
that time all program benefits including GIS guarantees and the Spouse's 
Allowance have been adjusted - quarterly since October, 1973 - to re- 
flect the full increase in the Consumer Price Index. Adjustments take 
effect in January, April, July, and October; each is based on a 3-month 
moving average of monthly CPI figures. For example, the OAS pension of 
$164.74 payable in October through December, 1978, was raised to $167.21 
in January, 1979 by means of the following calculation: 


OAS Pension, January 1979 


CPI average for Aug./Sept./Oct. 1978 


9164.74 x Cor average for May/June/July 1978 


(average:) 171.8 tel] ie5oate 179.3) 
(averages). L/3.6g.lJo.a., hy 7) 


ey B52 
a5 


$164.74 x 


$164.74 x 


$164.74 x 1.015 


ll 


lor 24. 


The Act provides that in cases where the Consumer Price Index has 
decreased over the adjustment period no decrease in benefits is made. 
There is no ceiling on increases to benefits. The same method will be 
used to adjust partial OAS pensions when they become payable. 


Since the Guaranteed Income Supplement and Spouse's Allowance are 
part of the Old Age Security legislation, their indexing has been iden- 
tical, and supplement payments now rise each quarter for Consumer Price 
Index increases. In this way the universal and income-tested programs 
aimed at those most in need are more responsive to changes in the cost 
of living than the CPP, whose benefits are adjusted only once a year. 


Guaranteed Annual Income System 


Because of the nature of the provincial program, payments under 
GAINS are not subject to direct indexing, although discretionary changes 
in the amount of payment have been made. However, in order not to pe- 
nalize recipients for rises in OAS/GIS payments due to inflation, the 
guarantee limit is raised each quarter to reflect the federal indexing 
increase. Thus, although the GAINS ceiling increased, the maximum bene- 
fits for single persons and married individuals were a constant $38.88 
and $52.01, respectively, from January 1976 to the end of 1978, and 
these amounts were maintained when the federal GIS was raised by $20 per 
family unit (single person or couple) in January 1979. Subsequently, 
however, Ontario implemented a modified system for its quarterly revi- 
sions in order to maintain the same single/married ratio that had been 
achieved with the January 1979 revision. In brief, the single person's 
benefit from GAINS remained at $38.88 (maximum) while the married indi- 
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vidual's benefit was adjusted according to the slightly higher dollar 
escalation received by a single person as a result of the flat-rate GIS 
increase. The effect of this change was to increase the married (in- 
dividual) benefit from $52.01 at the beginning of 1979 to $54.12 in 
January 1980. 


Canada Pension Plan 


According to the original legislation all Canada Pension Plan bene- 
fits in course of payment were to be adjusted each January, starting in 
1968, by means of a Pension Index. Originally based on the average CPI 
for 12 months ending with June and limited to a 2 per cent increase per 
year, the index is now calculated for 12-month periods ending in October 
and, more important, escalation is not subject to an annual maximum. The 
increase is applied in full each January to all monthly benefits whose 
payment commenced previously, and to the flat rate portion of various 
benefits commencing in the current year. 


A different formula is used in computing the Earnings Index, which 
is the basis for an annual adjustment of the YMPE or earnings "ceiling." 
Its purpose is to update contributions and eventual earnings-related 
benefits. During the ten-year transition period 1966 to 1976 the Pen- 
sion Index was to serve this purpose; afterward, the Earnings Index 
was to be used, constructed from average industrial wages rather than 
consumer prices. With accelerating inflation, however, a 2 per cent 
annual limit became untenable for benefit purposes, and at the same 
time resulted in a growing gap between the earnings ceiling and actual 
average wages in industry. When benefit escalation was made subject to 
full CPI increases the Earnings Index was, in effect, suspended. Annual 
YMPE increases were accelerated; at present the rate is 12-1/2 per cent 
per year, and that will continue until the YMPE overtakes the Industrial 
Composite Wage. 


The retirement benefit is calculated as 25 per cent of average pen- 
Sionable earnings for the three final years of participation,an the 
Plan. Consequently, YMPE escalation is reflected in initial benefits 
from January on. A contributor whose retirement pension commenced any 
time in 1979, and whose contributions had been at the YMPE level, would 
receive a pension calculated as follows: 


YMPE, final three years: 1977 - S 9,300 

1978 - 10,400 

1979 - O00 

$31,400 
Average - $10,466.67 
25 per cent of average = Be a 2y Oi. O27, 
Monthly pension = was, @&218306 
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Because the YMPE at present is escalating faster than inflation, 
the increase in maximum benefits from year to year is greater than the 
CPI-related increase for benefits already being paid. The following 
table shows maximum initial retirement benefits in each of the last four 
years, and the escalated amounts payable in subsequent years: 


Retired in Receives in 
1976 1977 1978 1979 
(Dollars) 
1976 bb45 367. 4167-565 S0e13)) 196334 
1977 ~ 1 73e6le eee co, 65. (97203.43 
1978 - - 194.44 211.94 
1979 = = - 218.06 


Indexing for inflation does not apply to the other programs dis- 
cussed in this chapter. The Tax Credit program has maintained a con- 
stant Pensioner Tax Credit amount and a constant maximum since incep- 
tion. Nevertheless the major cash transfer programs to persons 65 and 
over, with the amendments of 1974, have had their purchasing power 
maintained in the face of CPI increases. 


Role of Government 


As we saw in the previous two chapters, governments have assumed 
the leading role in the provision of retirement income. Government 
programs provided 40 to 61 per cent of all income in retirement (1975). 
The degree to which the government programs should be expanded and 
improved will be discussed in various contexts throughout this report. 
The Commission will be examining in great detail the role of employment 
pensions, and conclusions concerning the overall role of government will 
be addressed after a study of retirement income from non-government 
sources. 
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Chapter 6 


Adequacy of Benefits from 
Government Programs 


In its terms of reference, the Commission was asked to evaluate the 
"effectiveness in terms of present social and economic circumstances" of 
"existing retirement pension plans and arrangements." To assess “ebLec— 
tiveness" the Commission decided to look at the "existing arrangements" 
from various aspects: How many people are entitled to receive income? 
How much is the cost to society as a whole, and to certain segments of 
society, of providing the income? What degree of government interfer- 
ence is required to regulate the arrangements? How adequate are the 
amounts people are now receiving from the arrangements? 


Our assessment deals separately with income from government pro- 
grams, which were reviewed in detail in the preceding chapter, and 
income from employment pension plans. Employment plans are established 
voluntarily by employers, their terms and conditions vary widely, and 
they affect only a part of the population., Different’ criteriaare 
required to evaluate them; hence they are dealt with in later chapters. 
Therefore, .we have, confined. the discussion ving this chaptern tomenc 
adequacy of income now being received by people in Ontario from 
government programs alone. 


WHAT IS ADEQUATE? 


Poverty defined in terms of an absolute standard is that condition 
which leads to "feebleness resulting from insufficient nourishment." 
Though such abject poverty is not generally found in Canadian society, 
social and charitable anti-poverty programs are based on the fundamental 
principle that no one should be faced with living in such circumstances. 
Beyond that minimum standard, any decision as to what is adequate in- 
volves a value judgment. To define income adequacy, as is often done, 
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in terms of the amount required to enable a person to take part in the 
activities of the community may be appropriate, but the degree of parti- 
cipation desired is still subjective, affected by a person's health, 
personality, background, and the other people with whom activities are 
shared, aS well as by economic circumstances. 


Standards of Adequacy for Retirement Income 


What standard then can we use to assess the adequacy of retirement 
income? Everyone needs some income in retirement. Some will need more 
than others. It is generally accepted that across society there is some 
acceptable minimum income without which no one should be expected to 
live, but perceptions of the amount will be affected by the anticipated 
income source. If people believe that government should provide a basic 
retirement income, then the amount is usually expected to be lower than 
if that minimum were received as a result of employment. Alternatively, 
if retirement income is to be self-provided there is no agreed-upon max- 
imum. Often in the discussion of the question, little importance is 
attached to these differing perceptions, though they are likely a factor 
in setting adequacy levels. 


The question of adequacy of retirement income emerged as an impor- 
tant issue in the briefs submitted to the Commission. While their 
prescriptions and perceptions of an acceptable level of income ranged 
broadly, two principles were enunciated: 


-~ There should be some minimum floor of protection below which no 
person's income should be permitted to fall. This minimum 
should be guaranteed by government. 


-~ There should be some recognition that income after retirement 
should bear a reasonable relationship to income before retire- 
ment, so that the standard of living to which a person has been 
accustomed during working years can be continued. Opinions 
varied as to how this level of income should be attained. 


Some of the briefs outlined the goals to be met in establishing an 
adequate level of income for government programs. For example, the 
Ontario Association of Professional Social Workers argued that 


"The retired person should have sufficient and adequate supplies of 
food and clothing; he should have an appropriate form of housing 
accommodation, depending on his state of health, his marital status 
and his family position; he should have available a variety of ser- 
vices ranging from medical services to recreational services; he 
should have an opportunity to be alone as well as to be in the 
company of others and, if possible, he should not be forced into 
either position exclusively." (Brief 136) 
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The Ontario Welfare Council placed the onus for maintaining income 
adequacy on the state, which 


"has a responsibility to ensure that its citizens of retirement age 
continue to have income adequate to maintain themselves at least at 
a basic level preferably to maintain approximately the status of 
life they enjoyed before retirement." (Brief 194) 


Imperial Oil Limited concluded that 


"There appears to be some social consensus as to the amount of 
retirement income that could be considered 'basically adequate.' 
This may be defined as sufficient to allow an individual or couple 
to live in a decent and dignified manner. It meets physical needs 
for food and shelter and provides for public transportation, some 
limited entertainment, and social expenses. Personal privacy and 
independence in self-contained accommodation are included." 

(Brief 289) 


Comments from a pensioner survey conducted by the Kap Golden Age 
Club (Kapuskasing) are an expression of pensioners themselves of the 
necessary ingredients for an "adequate" lifestyle: 


"1, While they are able, all pensioners appreciate being able to 
Operate their cars so that they can visit around town and not 
be dependent upon others for transportation or the high cost 
of taxi fare. 


2. The ladies appreciate being able to get their hair done 
regularly and get new clothes periodically in order to carry 
on with normal grooming. 


3. Travel is an important feature, not for personal pleasure 
necessarily but to visit children who are usually scattered 
throughout the country. Visiting over the Christmas period is 
therapy more than anything else and pensioners should not have 
to be dependent upon relations to absorb travel costs. 


4, The main expenditure under the miscellaneous category con- 
sisted of gifts to children, grandchildren and various rela- 
tives - again to be able to keep that very important pride to 
do one's bit on special occasions. 


5. In order to live gracefully and not "high on the hog," many 
pensioners have to regularly rely on savings (most of which 
are small), indicating that pension receipts from various 
sources are insufficient to take care of the normal day to day 
living costs. 
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6. The greatest fear of all pensioners is sickness and failing 
health with extra resultant costs due to transportation, 
specialized services, etc., and the particular fear that poor 
health has to be related to dollars - dollars that are kept 
aside from the days of full earning power and which a person 
then is reluctant to use for some other necessary healthy 
aCbivaicy. 


The Consumers' Association of Canada summed up a similar position 


in saying that 


well 


with 
bute 


ples 


"The pension system should provide retirement income assurances 
which not only guarantee an adequate minimum living standard to 
everyone, but also permit people to protect an accustomed way of 
life in old age." (Brief 311) 


The Canadian Institute of Religion and Gerontology was concerned as 
with the quality of life of seniors in the community: 


"We should distinguish the basic needs for survival from the es- 
sential needs for functioning humanly. Seniors should be able to 
contribute to community life, have sufficient money to provide 
their own needs, control their own destiny and freely choose their 
activities when they are healthy." (Brief 174) 


The Board of Trade of Metropolitan Toronto reminded us that, along 
government programs, private pensions and special programs contri- 
to retirement income: 


"We believe very strongly that the Federal and Ontario benefits are 
at a sufficiently high level and should not be increased across the 
board. If that were done most of the increases would go to people 
who do not need them. The replacement ratios illustrate that re- 
tirees in Ontario are receiving significant net government pensions 
at and below the industrial wage level. The private pension indus- 
try fills the need over this level and any government benefits will 
tend to diminish the role of private pensions which are an impor- 
tant source of capital investment in this country. If any increase 
in the minimum benefits should at any time be deemed necessary, in 
our view this should be by way of an increase in the GIS or GAINS, 
so that it would be paid only when needed." (Brief 199) 


With the briefs in mind, our next task was to translate the princi- 
and goals of income adequacy into some dollar amounts against which 


we could compare the benefits now being received from the government 
programs. An outline of the concepts used in the discussion follows: 


"adequacy" - a social judgment of the amount of income which should 


be paid by government programs to allow a person 65 and over to 
live in Canadian society. 
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"adequacy level" - the amount of income required for "adequacy" in 
1979 for the persons who retired at the end of 1978. 


"adequacy standard" - "Adequacy standard" is a formula or base by 
which an "adequacy level," which is for a particular year, can be 
determined without resorting to empirical evidence in the year. 
Thus the "adequacy standard" could be designed to reflect changes 
in price and/or wage levels so that "adequacy levels" for a series 
of years will remain "adequate" in changing conditions. 


"available income" - a total of the dollar value of various bene- 
fits received for a particular year, including direct money pay- 
ments. For example the presence of an income tax exemption which 
results in lower income taxes to be paid increases the value of 
direct money payments by the amount of the decrease in income 
taxes. For the Commission's purposes "available income" is the 
total income dollars received from all government old age programs 
less income tax (if any), calculated using age 65 exemptions and 
other applicable exemptions and deductions, plus the value of the 
Ontario"Tax Credits. » The) amount) of Mtax credits, wi Ligvary? wrth 
individual circumstances and may result in a direct cash refund, a 
partial refund or a reduction of taxes to be paid. 


A number of other benefits and reductions could also be con- 
sidered of value. For example, if A receives $400 a month but 
through rent subsidization pays no rent, A receives the same amount 
of "available income" as B who receives $500 a month in direct pay- 
ments but pays rent of $100 a month. However the Commission has 
decided not to add value for "housing subsidies" as these are not 
universally available. Nor was any amount added in determining 
"available income" for the value of free drug benefits or for the 
OHIP premium waiver which now represents $20 a month to a single 
person and $40 a month to a married couple though these benefits 
are now being received. 


"advocated adequacy levels" - The Commission considered a number of 
suggestions from various sources as to what was needed for "ade- 
quacy" in 1978. Most of these suggestions were stated in terms of 
gross direct money payments. These amounts were then indexed by 
the Commission so that the reference period for all the suggestions 
was uniform. Many of the groups in making their suggestions did 
not make it clear whether the figures given were before or after 
income tax so we concluded that all were before-tax figures. The 
task then undertaken by the Commission was the translation of these 
gross figures into an "adequacy level" which could be related to 
"available income." We decided to equate the gross figures of the 
proposals with "available income" figures as this seemed to result 
in the most generous interpretation of the advocated amounts. 
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"net replacement ratios" - Most people accept the principle in 
establishing adequacy that there should be a direct relationship 
between pre-retirement income and income in retirement. Often the 
measure of the relationship is said to be that post-retirement in- 
come should be 70 per cent of gross pre-retirement income to allow 
continuity in the standard of living. The Commission therefore 
calculated the relationship between pre-retirement income net after 
tax at December 31, 1978 with post-retirement "available income" at 
January 1, 1979. This relationship is called the "net replacement 
ratio" throughout the discussion. The methodology for determining 
the net replacement ratio is described at the end of this chapter. 


"Poverty Lines" as Indicators of Income Adequacy 


The Commission chose to begin its study by examining minimum ac-— 
ceptable income levels defined by existing "poverty lines." A number of 
tests of adequacy that have grown up with the development of social 
programs have become popularly known as poverty lines, though the term 
"poverty" applied to them has little relationship to the approach 
adopted in determining the minimum level of income recommended as ade- 
quate. Here we decided to consider the better-known lines developed by 
four different bodies: the Canadian Council on Social Development, the 
Senate Special Committee on Poverty, Statistics Canada, and the Social 
Planning Council of Metropolitan Toronto. 


The Canadian Council on Social Development (CCSD), which is a na- 
tional non-government organization that promotes social policies, each 
year prepares "poverty line" figures based on average Canadian family 
income as determined by Statistics Canada.(1) The Council's approach is 
outlined in its Canadian Fact Book on Poverty: 


"Virtually all sources of income, e.g. interest, business profit, 
wages, unemployment insurance benefits, etc., are included while 
capital gains, inheritances, and income in kind are excluded. The 
income figure also represents pre-tax income. In calculating the 
CCSD lines, the average Canadian income figure is considered repre- 
sentative of a family of four (the average Canadian family size) 
and the poverty line for a family of four is calculated as 50 per 
cent of the average income figure. Adjustments are then made for 
different size families, on the basis of family size income units. 
(A family income unit is considered to be the annual amount neces- 
sary to sustain a dependent child.) 


"Family size adjustment is somewhat arbitrary, but is done on eats 
basis that a family of one has three income units; a family of two 
has five units; a family of three has six units; a family of four 
has seven units; and so on."(2) 


The Council's poverty line levels updated for 1978 were S450 
annually or $381 monthly for a single person and $7,625 annually or $635 
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monthly for a married couple. Persons whose income falls below these 
levels are said to be living below the poverty line and therefore not 
receiving adequate income. 


A second set of poverty lines has been derived by the Senate Spe- 
cial Committee on Poverty from a formula similar to that of the Canadian 
Council on Social Development except for the allowances made for income 
taxes paid and for changes in family size.(3) The updated 1978 poverty 
levels were $5,300 annually or $442 monthly for a single person and 
$8,840 annually or $737 monthly for a married couple. Analysis of the 
Senate's poverty lines indicates that they consistently work out to 56 
per cent of average Canadian family income. (4) 


Statistics Canada, in its low income cut-offs, also uses a "rela- 
tive" approach for establishing a third poverty line, though in contrast 
with those of the Senate and the Canadian Council on Social Development 
its levels are related to expenditure rather than income. Beginning in 
1961 Statistics Canada estimated that the average Canadian family spent 
50 per cent of its income on basics - food, clothing, and shelter. The 
agency deemed that anyone spending 20 per cent more income than the 
average - or 70 per cent - for these basics was in straitened circum- 
stances. Based on 1969 Family Expenditure Survey data, Statistics 
Canada estimated in 1973 that the average expenditure on basics had 
dropped from the previous 50 per cent to 42 per cent of income. AS a 
consequence, the low income lines were dropped to 62 per cent to main- 
tain the 20 per cent differential. The revised low income lines are 
updated each year for changes in the Consumer Price Index. The cut-offs 
vary not only with family size but are also the only lines that reflect 
differences based on geographical considerations (Table 1). There is 
clearly a wide divergence between the recorded expenditures of those who 
reside in large cities and persons living on farms. 


Table 1 


Statistics Canada Low Income Cut-offs, by Family Size and Population of 
Area of Residence, 1978 


Size of area of residence 


100 ,000- 30 ,000- Under 
500 ,000+ 499,999 99 ,999 30,000 Rural 
(Dollars) 
Single person 4,844 4,534 4,403 4,050 37020 
(404) (a) (378) (367) (338) (293) 
Married couple 77020 6,574 6,384 Sy ew Al 5,108 
(535,) (548) (532) (489) (426) 


a Figures in parentheses are monthly amounts. 


Source Statistics Canada, Consumer Income and Expenditure Division, 
special compilation. 
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With both the poverty line approach and the low income cut-off ap- 
proach adequacy may or may not be relevant. The determination that any- 
one below a certain income is living in poverty will bear relation to 
adequacy only if that level of income itself is adequate. Clearly the 
whole method begs the question. A similar criticism may be made of the 
low income cut-off method; however, because it is based on expenditures 
it probably bears more relationship to reality than the income approach. 


The fourth poverty line, which is not a poverty line at all but is 
considered here for convenience, is that of the Social Planning Council 
of Metropolitan Toronto (SPC). The SPC acts as a voluntary social plan- 
ning organization in the community. Its objectives include active citi- 
zen involvement in the analysis of social issues, the development of so- 
cial policy, and the planning and delivery of social services. 


The SPC regularly prepares Guides for Family Budgeting and also 
published Budget Guide for the Elderly in 1976.(5) The Guide sought to 
establish a "Standard of living in terms of a basket of goods, services 
and outlays selected according to standards of adequacy." The SPC used 
various committees of volunteers to select and price the items in the 
basket of goods and services deemed necessary for an adequate living 
Standard. They examined in detail the cost of food, housing, clothing, 
health, personal care, post-retirement activities, transportation, and 
alcohol and tobacco. The suggested income requirements, updated for 
changes in the Consumer Price Index, are set out in Table 2. 


Table 2 
Social Planning Council of Metropolitan Toronto Income Guidelines for 
Selected Groups of the Elderly, 1978(a) 


Monthly income Annually 
(Dollars) 

Male homeowner 

using public transportation 489.74 57 010% 94 
Female renter 

using public transportation SS7e70 6,453.39 
Married couple homeowners 

using private transportation T5220 9,026.30 
Married couple renters 

using public transportation (E/Scay 97801. 10 


a Based on SPC figures at mid-point 1976 updated to January 1, 1978 for 
increases to the Consumer Price Index over the period. 
Source Social Planning Council of Metropolitan Toronto, Budget Guide 
for the Elderly, October 1976, pp. 125-128. 


But the budget approach has its limitations, as noted in the Guide: 
"The aim of the Budget Guide...is to define a standard of living 
and expenditure necessary to maintain physical and social well- 
being and a degree of individual autonomy consistent with changed 
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demands and expenditures in retirement....The Guide will have lim- 
ited value as a budgeting tool for individual seniors. Income and 
expenditure records show clearly that at least half of the elderly 
population has incomes below semi-official poverty lines. This 
budget, therefore, or any other which projects expenditure above 
subsistence levels is bound to exceed the resources of a very large 
part of this population."(6) 


A further qualification is that these are optimum figures developed 
for persons living in the largest urban centre in Ontario. We are not 
aware of any similar standard for those in smaller centres and rural 
areas where costs for some elements in the budget may be lower. 


We did not find any of the so-called "poverty lines" very helpful 
in measuring income adequacy. The Canadian Council on Social Develop- 
ment and the Senate Special Committee on poverty both set their lines in 
relation to average Canadian family income. Arbitrarily, anyone earning 
less than 50 per cent of the average Canadian income, adjusted for 
family sizes, is considered "poor" regardless of the dollar amount of 
income and its purchasing power. The Statistics Canada approach, though 
geared to expenditures rather than income, suffers from the same 
arbitrary averaging in determining that a person is "poor," according to 
family size, depending on the percentage of income spent on food, 
clothing, and shelter. The Budget Guide on the other hand attempts to 
determine required income on the basis of need but the Social Planning 
Council admits that its assessment of need does not take into account 
actual levels of income available to many Canadians. 


Other Income Maintenance Programs as Indicators of Income Adequacy 


Leaving the poverty lines aside, we then inquired how base amounts 
for support payments were determined in other government income mainten- 
ance programs. 


The Minimum Wage 


One of the oldest income programs in Ontario, the minimum wage, was 
introduced in 1920 to provide a "living wage" for women and girls at a 
weekly rate of $12 based on the average minimum requirements of female 
workers in industry. Today, the minimum wage applies to both male and 
female employees; and revisions take into account cost of living 
changes, average hourly manufacturing earnings, minimum wages in compet- 
ing jurisdictions, various "poverty lines," the state of the economy, 
and Ontario's competitive position. (7) 


Workmen's Compensation 
Established in 1914, the Ontario Workmen's Compensation program 


compensates workers who experience occupational injury and disease re- 
sulting in total or partial disability, for the duration of their disa- 
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bility. Benefits are based on 75 per cent of average weekly earnings 
for total disability, or the reduction in earnings for partial disabil- 
ity. The maximum earnings are $16,200 and the maximum rate of compensa- 
tion is $233.66 per week. Earnings replacement rather than need is the 
criterion for this program. (8) 


Guaranteed Income Supplement 


This federal government program was enacted in 1966 to assist 
persons who would receive minimal or no CPP benefits and to relieve pov- 
erty of the elderly. The maximum supplement was originally designed to 
be 40 per cent of the basic OAS pension. The original OAS/GIS benefits 
equalled the means-tested social assistance benefits prevailing in 1967. 
(9) Benefits are now indexed to the cost of living. An increase imple- 
mented in 1979 was weighted in favour of the single pensioner in recog- 
nition of a greater need relative to married pensioners. The original 
40 per cent ratio has now disappeared as benefits have been increased; 
but there does not now appear to be any stated level used in determining 
the adequacy of these benefits. 


Unemployment Insurance 


Like Workmen's Compensation the basis for this program is short- 
term earnings replacement, based on a proportion of previous earnings. 
The weekly rate of benefit is now 60 per cent of the claimant's average 
insurable earnings for the last 20 weeks of insurable employment. The 
maximum insurable earnings ($265 per week in 1979) are adjusted yearly 
with the percentage rise in the earnings index. (10) 


Family Benefits 


In Ontario, Family Benefits payments are made to needy families and 
individuals based on "budgetary requirements." Maximum allowances are 
determined, and adjustments take into account factors such as accommoda-— 
tion, disabilities, and family size. The maximum benefit is $520 per 
month for a family of four and $20 per month for each additional member 
except in the case of blind or disabled persons, recipients of GAINS, or 
residents of nursing homes. (11) 


GAINS 


Ontario's Guaranteed Annual Income System guarantees pensioners in 
Ontario a minimum level of income adequate to cover basic needs. Ven 
ous poverty lines are examined to determine guaranteed income levels. 
These levels are increased to reflect the periodic indexing of OAS and 
GIS.(12) 


Differences among the criteria used to set income levels in govern- 
ment programs show that there are many approaches to setting a level for 
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income adequacy. The results reflect the judgment of those who deter- 
mine the factors to be considered, the weight to be given each of these 
factors, and the level ultimately set. Because no single criterion was 
found, the Commission decided to adopt an empirical approach to set an 
adequacy level based on all the evidence available to it. The following 
section gives details of the evidence we heard, our resolution of a 
Suitable level to be achieved by government retirement income programs 
in 1979, and our suggestions for the establishment of one basic standard 
against which social assistance levels can be measured. 


EVIDENCE OF INCOME ADEQUACY 


In our quest for a realistic level of income from government 
programs, we examined representative proposals from three different 
sources: the Consumer Survey carried out for the Commission, the Social 
Planning Council for Metropolitan Toronto, and the Ontario Advisory 
Council on Senior Citizens. Use of their suggestions provided us with a 
wide perspective on the question of income adequacy. The Consumer 
Survey results indicated the perceptions of what income would be ade- 
quate across the Ontario population; the Ontario Advisory Council's 
figures were based on the experience of senior citizens; and the Social 
Planning Council's estimates were derived from a sociological measure- 
ment of needs. Further perspective was added by the broad range of 
incomes suggested in other submissions to the Commission, and in an 
especially pertinent brief presented by the Kap Golden Age Club of 
Kapuskasing, outlining expenditure patterns among its membership. 


The minimum acceptable income figures proposed ranged from a low of 
$320 a month for a single person, suggested by a St. Catharines woman, 
(13) to a high of $824 a month for a married couple advocated by the 
Social Planning Council for Metropolitan Toronto.(14) The Ontario 
Advisory Council on Senior Citizens recommended that income from govern- 
ment sources alone be $372 to $425 monthly for a single person and $638 
a month for a married couple living together.(15) As reproduced here 
the amounts advocated in the briefs have been adjusted to reflect in-- 
creases in the Consumer Price Index between the time of the writing of 
the briefs and September 1978, when the Commission's Consumer Survey was 
being conducted. In this way the amounts proposed by the three sources 
we examined in detail are comparable. (16) 


Answers to the Consumer Survey represent perceptions of the Ontario 
public in the fall of 1978. The respondents were asked: "By today's 
standards, what do you feel is the minimum total monthly income that 
would be adequate for one person over 65 living alone and two people 
over 65 living together?" (Question 17a). Their responses varied from 
under $200 to over $1,500 per month for a single person, although the 
amounts suggested averaged $517 per month for a single person and $786 
monthly for two people living together. The amount of income the re- 
spondents perceived as adequate differed between major areas and smaller 


168 


centres. However, as the Commission found that a regional assessment of 
adequacy would be too difficult to implement, our discussion deals with 
the province as a whole. 


Three conclusions can be drawn from an analysis of these advocated 
amounts. First, the levels of income adequacy in the several sugges- 
tions show remarkable consistency and may therefore represent a range 
generally acceptable to the community at large. Second, the income fig- 
ures advocated are generally higher than the "poverty lines" discussed 
earlier in this chapter. It will be recalled that the Budget Guide for 
the Elderly was a proposal based on needed expenditures rather than a 
poverty line. Third, the principle that a person living alone needs 
more than one-half of the income required by a married couple living 
together stands out markedly. The various income levels advocated, the 
poverty lines, and the relationship between the suggested requirements 
for a married couple living together and a single person living alone 
are compared in Table 3. 


Table 3 
Advocated Levels of Income Adequacy and Various Poverty Lines 
Ratio of 
single to 
Single Couple married 
Monthly Annually Monthly Annually level 
(Dollars) (Per cent) 
Consumer Survey (a) oy, 6,204 786 9,432 65.8 
Ontario Advisory Council 
on Senior Citizens(b) 399 4,782 638 7,056 62.5 
Social Planning Council 
of Metropolitan Toronto 
(Renters) (c) DI 6,860 824 9,887 69.4 
Senate poverty line(d) 442 57300 Jacl) 8,840 60.0 
Canadian Council on Social 
Development poverty 
line(d) 381 4,575 635 Te25 60.0 
Statistics Canada low 
income cut-off 1978(e) 403 4,844 585 72020 69.0 


Oe ee eee ee 


Figures rounded. 

a Survey carried out in the fall of 1978. 

b Figures as of the end of 1977; increased for 6.3 per cent change in the 
Consumer Price Index from December 1977 through August 1978. Figures 
for single pensioners represent the mid-point of the suggested ranges of 
$372 to $425 monthly and $4,464 to $5,100 annually. 

c Figures from Table 2 (January 1978) adjusted for increase in the CPI of 
6.3 per cent (December 1977 through August 1978). 

d Updated 1978 figures. Based on 1978 average data. 

e Areas with population of 500,000 and over. For other areas see Table l. 
Based on 1978 average data. 
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The brief presented by Kap Golden Age Club containing the results 
of a survey of twenty-four respondents from its membership showed gen- 
eral agreement with the income levels advocated; it agreed that single 
pensioners required more income than each person in a married couple, 
and went one step further to provide a detailed breakdown of the kinds 
of expenditure that pensioners could be expected to make.(17) It is 
informative to quote extensively from the brief: 


"Tn order to establish what a realistic pension should be, we car- 
ried out a confidential survey amongst our members and found the 


following monthly expenditures presently being incurred: 


"Single Pensioner 


Low High Average 

Accommodation (including fuel, . 
utilities, telephone) SP S178 S125, 00 
Food 100 150 P2500 
Clothes 1s: 44 29.50 
Entertainment 8 40 24 .00 
Travel 10 120 65.00 
Emergency 5 16 10.50 
Miscellaneous | 10 50 30.00 
Total $220 $598 $409.00 


"Tt should be noted that the low column is unrealistic as it repre- 
sents the lowest expenditure in each category in the total sampling 
and not any one individual for all categories; similarly the high 
column is higher than any one individual because it is a composite 
sample based on highest category figures submitted. The average 
undoubtedly is close to the 'real' expenditures per category and 
per person. This is substantiated by averaging the total expendi- 
tures of all of the results which came out to $374 monthly, thus 
somewhere between $374 and $409 appears to be the average required 
expenditure per single pensioner in Kapuskasing. 


"Couples 

2 LOW High Average 
Accommodation S16/250 $191 SOs) Ss: 
Food 251350 300 218 2h 
Clothes 60.00 100 80.00 
Entertainment 30.00 15 52650 
Travel 25200 70 47.50 
Emergency 30.00 50 40.00 
Miscellaneous 50.00 15 62.00 
Total $620.00 S861 $740.50 
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"The average of the totals of all of the returns was $690, thus 
somewhere between $690 and $740.50 appears to be the average re- 
quired expenditure for a couple on pension in Kapuskasing. We are 
of the opinion that no one should have to live on a below average 
subsistence, thus the average figures derived from our survey would 
appear to be a realistic minimum." (Brief Soyo 


Using the levels shown in Table 3 as guidelines for income adequacy 
the Commission undertook an assessment of the total amount being paid to 
the elderly in Ontario from government programs at January Po foe 


ADVOCATED LEVELS COMPARED WITH GOVERNMENT BENEFITS 
Methods of Comparison 


Having decided that the advocated adequacy levels should be taken 
as advocated levels of "available income" the Commission used two meth- 
ods to compare the total of payments and benefits of existing government 
programs with the advocated levels. . 


Comparison of Dollar Amounts 


The first method was simply to compare the dollar amount Of avall— 
able income" now being. received against the amounts advocated.) Inemre= 
sult indicates whether the principle of a minimum floor of protection is 
being achieved. 


Net Replacement Ratio 


The second method was to compare the ratio of "available income" in 
retirement to after-tax pre-retirement income. Available income as of 
January 1, 1979 was calculated by taking government program benefits 
(OAS, GIS, CPP, and GAINS) at that date, adding Ontario Tax Credits, and 
deducting income tax. The resulting amount was then compared with 1978 
after-tax pre-retirement income. This method served to test whether 
income after retirement bore a reasonable relationship to income before 
retirement. 


Both methods of comparison were used for a range of pre-retirement 
incomes that are representative of the earnings of people who rely on 
government programs for the major portion of their retirement income and 
to show differences arising from marital status. Four gross income lev- 
els were used: Level 1 represented a non-worker who received family 
benefits of $2,472 in 1978; Level 2, a worker who earned the minimum 
wage of $5,688; Level 3, a worker who earned at the year's maximum pen- 
sionable earnings under the CPP (YMPE) - $10,400; and Level 4, a worker 
who earned the average industrial wage (AIW)" in 1979 == Sissy 740% Four 
marital status categories were considered: single; married with a 
spouse under age 60; married with a spouse aged 60 to 64; and married 
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with a spouse aged 65 or over. A full description of the method used in 
the calculations and of how net incomes were derived is contained at the 
end of this chapter. Table 4 summarizes the various advocated levels, 
and Table 5 shows the net replacement ratios - sixteen tniialla—F LOn-tne 
several income levels and marital categories. 


Table 4 
Summary of Advocated Levels of Adequacy and Pov- 
erty Lines (Annual) from Table 3 


Advocated Levels Single Couple 
(Dollars) 
Consumer Survey 6,204 9,432 
Ontario Advisory Council 
on Senior Citizens 4,782 : 7,656 


Social Planning Council 
of Metropolitan Toronto 


(Renters) 6,860 9,887 
Poverty lines Single Couple 
(Dollars) 
Senate Poverty Line 5,300 8,840 
CCSD Poverty Line 4,575 7,625 


Statistics Canada low 
income cut-off (cities 
500,000 and over) 4,844 1,020 


Results of Comparison 


Looking first in Table 5 at the Level 1 non-worker whose pre- 
retirement income is derived from social assistance programs, we see a 
dramatic rise in total dollars except in the category "married, spouse 
under 60" and we find high replacement ratios in all categories. From 
the replacement ratio one might suppose either that pre-retirement 
assistance is grossly inadequate or that post-retirement income is 
excessive. Therefore a word of caution is in order about the net re- 
placement ratio approach: when assessing the ratios it is necessary to 
look at the dollar amounts. Clearly, a ratio of 150 per cent may not be 
"excessive" if it is based on a very low pre-retirement income. 


Comparing post-retirement dollars for a single non-worker, which 
provide a replacement ratio of 166.8 per cent, with the lowest of the 
three representative minimums advocated to the Commission, $4,782 an- 
nually, we see that the single non-worker is below this level by $317 
annually or $26 a month. In comparison, the married couple both age 65 
with a net replacement ratio of 181.1 per cent receive an income that 
more than meets the lowest minimum advocated, but falls short of the 
other two advocated levels by more than $1,000 a year. The married 
couple both 65 are well above the poverty 1 nes discussed above except 
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for that of the Senate Committee while the single person is below all of 
these poverty lines. 


From Table 5 we also see that except for the married couple where 
the spouse is under 60, the replacement ratios are lower for the worker 
at the minimum wage than for the non-worker, though the married couple 
both age 65 at Level 2 receive 145.3 per cent of pre-retirement net 
income, and the amount this couple receives ($8,403) meets the lowest 
minimum advocated and well exceeds all of the poverty lines except that 
of the Senate Committee. The replacement ratio for the Level 2 single 
worker drops below 100 per cent, and in dollar terms is below the lowest 
of the minimums advocated (mid-point of low range) by $42 a year or 
$3.50 a month. Replacement ratios for Level 3 and Level 4 workers are 
all. less?than 100.per cent in both*single “and married categories; but 
none of the dollar amounts in any of the categories, except for the 
couple where the spouse is under 60, falls below the lowest of the mini- 
mums advocated. 


Comparing the positions of all four categories of retirees in the 
table we note: 


- Within each income level, except Level 1 where the spouse is 
under 60, replacement ratios for married persons are higher than 
those for single persons. 


-~ There is considerable disparity both in ratios and dollars be- 
tween the incomes of married couples having a spouse under 60 and 
the other married couples. 


— There is no consistent degree of difference among the levels be- 
tween the single and married income dollar amounts or replacement 
ratios within an income level. 


Having looked at the "poverty lines," the three representative ade- 
quacy levels advocated, the net replacement ratios of existing levels of 
"available income," and approaches to adequacy used by other government 
programs, the Commission then had to decide what would be a suitable and 
adequate level of income from government programs for Ontario residents 
65 and over beginning January 1, 1979. The Commission recognized there 
might be some discrepancy between figures set for the fall of 1978 and 
the beginning of 1979 but was satisfied that any discrepancy would not 
be large enough to affect the validity of its recommended levels. 


THE COMMISSION'S RECOMMENDED ADEQUACY LEVELS 
The Commission found no sound basis in principle for choosing one 
level of adequacy from among the levels proposed. It therefore turned 


to the empirical evidence it had received. At the hearings and in the 
briefs there were no major complaints from any quarter that retired mar- 
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ried couples, both aged 65 or over, were in difficult straits. From 
Table 5 we see that except for a married couple at all levels where one 
spouse is under 60 and a Level 1 married with spouse 60-64, all married 
couples were receiving more than the levels advocated by the Ontario 
Advisory Council, and those represented by the poverty lines, except for 
that of the Senate Committee, but not as much as advocated by the Con- 
sumer Survey and the Social Planning Council. The married couple both 
65 at Level 2 (minimum wage) were receiving $8,403 with a replacement 
ratio of 145.3 per cent. Consequently, the Commission, from the evidence 
available, has no reservation about accepting this level as adequate and 
in using this as a pivotal amount for assessing the adequacy of govern- 
ment programs. 


At this point the relationship between single persons and married 
couples must be considered. Of all the government income support pro- 
grams for those 65 and over only the OAS pension, which is a universal 
payment, treats recipients as separate and distinct individuals regard- 
less of their marital status. In all other programs except GAINS, the 
marital unit is used as the basis for calculations and the single person 
then receives something other than half. In its assessment the Commis- 
sion applied the principle that a single person requires more than one- 
half the amount of income required by a married couple. The reality un- 
derlying this principle is that the married couple shares accommodation 
and food costs. The Commission estimated the costs of a single person 
to be about one-sixth higher than for a spouse in the married unit. 


Table 3 indicates that the ratio between minimums advocated for 
single persons and married couples ranges between 60 and 69 per cent, 
thus confirming the opinion that a single person needs more than half 
the amount required by a married person living in a marital inaher |) selehe 
in the Commission's opinion it would not be sufficient merely to assign 
the single person a percentage of the amount paid to a married person. 
Rather, we decided that the only way to guarantee that the income Of a 
single person would not fall below an adequate level would be to start 
with an adequate amount specifically for the single person. Then an 
adequate amount for both persons of a married couple could be determined 
by formula from this base. However, since we were working from the 
pivotal figure of $8,403 for a married couple, to find a level for a 
single person we initially had to apply the Commission's approach in 
reverse and consider the result empirically. In this way we found a 
level produced for a single person from the pivotal figure as follows: 


Married couple “available income" $8,403 annually 
Single "available income" required 
87403/2 = 45201450 


+1/6 of 4,201.50 700525 


$4,901.75 or $408 monthly 


In order to overcome the limitations of this method of determining 
the level of adequacy for a single person, we assessed the adequacy of 
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$4,902 for a single person against the three advocated levels. This 
step was particularly important in the light of considerable evidence 
that single persons aged 65 and over, of whom the majority are women, 
were not receiving sufficient income. From Table 4 we see that $4,902 
is above all the recommended levels proposed by the Consumer Survey and 
the Social Planning Council; it is also above the poverty lines except 
for that of the Senate Committee, and is at the top of the range shown 
in the Kapuskasing survey. $4,902 is 58 per cent of the married cou- 
ple's $8,403. Had we taken a 60 per cent ratio the single amount would 
have been $5,042 or $420 monthly. The range is such that the Commission 
on empirical grounds accepted $4,902 as a minimum with 60 per cent as a 
ratio which could be utilized in future assessments. In summary, there- 
fore, the Commission decided that $4,902 annually, or $408 monthly, 
represented an adequate level for a single person. The. Commission con- 
cluded that adequate levels of "available income" at January 1, 1979 for 
those 65 or over in Ontario from government programs are: 


Monthly Annually 
Single person $408 $4,902 
Married couple 


both 65 700 8,403 
Applying the Commission's Recommended Adequacy Levels 


Using these levels to assess the adequacy of actual "available in- 
come" as shown in Table 5, we found that there is a need to increase the 
amounts now being received by single persons at both non-worker and min- 
imum wage levels and also the amount for the non-worker married couple, 
both of whom are over 65. At all the other income levels, government 
programs provide more than our adequacy levels for both single persons 
and married couples both aged 65. 


There are some anomalies, however, among the married couple cate- 
gories. For example, benefits paid to persons aged 65 with spouse under 
age 60 and to persons aged 65 with spouse age 60-64 did not reach the 
$8,403 we have adopted as the adequacy standard for a married couple 
both 65; though for Level 1 and Level 2 workers, the net replacement ra- 
tios were well over 100 per cent in these categories with one exception. 
There are three major reasons for the differences among the married 
categories. First, when both are aged 65, both spouses receive OAS and 
have increased income tax exemptions that can be transferred from spouse 
to spouse, thus reducing tax payable and increasing their "available in- 
come." Second, the Spouse's Allowance program provides special payments 
for a low-income pensioner whose spouse is between 60 and 65 so that 
couple may receive the equivalent of the OAS/GIS for the couple aged 65, 
though their "available income" will be lower since they cannot yet 
benefit from the age exemption for income tax purposes. Third, for the 
person with a spouse below age 60, the design of the Old Age Security 
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programs assumes either that the spouse will be in the work-force or 
that income supplementation comes from other social assistance programs. 


The Commission has some reservations about the differentials cre- 
ated by the Spouse's Allowance. The program has often been attacked for 
the unequal treatment of unmarried and widowed persons aged 60 to 64 
compared with those in the same age group having spouses 65 and over. 
Some consideration should also be given to the differences in benefits 
paid to the latter group and the person aged 65 whose spouse is below 
age 60. Looking at these three categories in terms of income adequacy, 
there seems no logic on which to base the present distinctions. We can 
only suggest that the Spouse's Allowance may have been conceived to rem- 
edy the inequities and, like so many patchwork measures, has only cre- 
ated more. Thus, the Commission favours a phasing out of the Spouse's 
Allowance program to eliminate the inequities between married persons 
and unmarried persons between 60 and 65, and between the married couples 
eligible for the Spouse's Allowance and the couple in which one partner 
is over 65 and the other is below 60. The problem of need for all per- 
sons under 65 would then be handled by other social assistance programs. 


Another anomaly is that the income from government programs for the 
Level 1 married couple with spouse under 60 amounts to less than what we 
consider adequate for a single person at age 65. Consistency would seem 
to require an increase in benefits for this marital category. However, 
we believe there is some justice in expecting that the spouse under 60 
will be in the work-force and that the income shown for the unit 1s 
actually understated. Granted, the single person is probably relatively 
better off than the married person with a spouse under age 60 who 
benefits only from additional exemptions from income tax. But the 
Commission believes this situation reflects the usual difference between 
a single worker and a married worker whose spouse does not work, and 
does not recommend altering this relationship. 


A further question in our consideration of income adequacy is 
whether there should be some constant relationship between replacement 
ratios for single and married people. Looking again at Table 5 we see 
that the married couple both aged 65 whose pre-retirement income was at 
the AIW (Level 4) has a 75.4 per cent replacement ratio, while the sin- 
gle worker at that level has a ratio of only 50 per cent. It is here 
that the usefulness of the net replacement ratio approach breaks down. 
It would be fallacious to assume that the single worker should also have 
a replacement ratio of 75.4 per cent, since in dollar terms he would 
then receive an amount far above the minimum standard for adequacy. On 
this basis there is no useful relationship between replacement ratios 
for single and married persons. Nor is there any reason to consider the 
relationship of income among the single persons at various wage levels 
or among the married units with different wage levels. 


A special problem arises when the replacement ratios exceed 100 per 
cent. Table 5 shows that married couples both 65 who were family bene- 
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fit recipients (Level 1) before they became eligible for Old Age Secu- 
rity have much more "available income" in retirement (181.1 per cent). 
Similarly, the married couple both 65 whose previous earnings were at 
the minimum wage level have higher "available income" (145.3 per cent). 
But some of the figures for married units are misleading, since at age 
65 a formerly non-earning spouse becomes entitled to an Old Age Security 
pension, thereby adding greatly to family income at the lower levels and 
in turn pushing up the ratio. We believe that society agrees that re- 
placement ratios for those at lower income levels should be higher than 
for those at higher income levels. It also seems to be accepted that 
ratios approaching 100 per cent for those with low incomes are proper, 
even allowing for reduced expenditure after retirement for transporta- 
tion, food, and clothing. However, the question remains whether there 
is justification for a benefit structure that will. produce benefit 
ratios of more than 100 per cent. 


From our study we have learned that age 65 represents a benchmark 
for government programs and a demarcation in social attitudes.(19) Most 
government programs, aS well as many private schemes, come into effect 
when a person reaches that age. At that time as well, any vestiges of 
stigma that may attach to welfare and government support vanish as soci- 
ety expresses its desire to provide a basic income for all at 65 whether 
worker or non-worker. Indeed, some argue that seniors should receive 
more. For example, 76.6 per cent of respondents in the Consumer Survey 
believed that "government assistance to people over 65 years of age 
should be increased." 


The difficulty with this notion is that it fails to recognize that 
needs and the ability to fulfil them will continue to vary among this 
group just as they did before the "magic" age of 65. In addition, the 
Ontario Association of Professional Social Workers has sounded a warning 
note about the divergence in treatment for those 65 and over and those 
who are younger, contrasting as a case in point the position of the 
"working poor": 


"Elderly persons in Ontario do not merely obtain financial support. 
They also receive membership in the Ontario Hospital Insurance Plan 
(OHIP) without payment of premiums; they receive a variety of pre- 
scription drugs without direct payment; and they may receive trans- 
portation, recreation, and other personal services at reduced or 
little cost. 


"Social workers would in no way wish to denigrate the benefits that 
accrue to needy retired persons, particularly those beyond the age 
of 65. Nevertheless, we are painfully aware of the fact that the 
amounts of money are well beyond the total family income of many 
families where one or both parents are working to support them- 
selves and one or more dependent children. These members of the 
group known as the ‘working poor' often earn less than the afore- 
mentioned $7,200 per annum,(20) particularly if a principal wage 
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earner is at the minimum wage in Ontario, which is now $2.65 per 
hour.(21) Moreover, the families of the 'working poor' do not re- 
ceive free membership in OHIP without direct payment (unless they 
are fortunate enough to be members of a group that has a collective 
agreement whereby the employer pays all or part of the required 
premiums). Certainly they do not receive prescription drugs 
without payment or other services mentioned previously at reduced 
COSTS. 


"Tt is not argued that discrimination exists on behalf of low in- 
come pensioners or retired persons because, we repeat, we have no 
wish to reduce their relatively adequate circumstances. Neverthe- 
less, a serious element of inequity has been introduced into the 
income structure of large numbers of Ontario residents and we would 
contend (although it may be beyond the terms of reference of the 
Royal Commission) that it is the ‘working poor' whose financial and 
other support services must be strengthened. We would argue fur 
ther that the present situation creates feelings of antagonism to- 
ward pensioners and retired persons in Ontario. The possibility of 
a 'backlash' directed against retired persons is surely a matter of 
concern for the Commission."(Brief 136) 


In setting its adequacy levels the Commission has been mindful of 
just this sort of potential criticism. We believe that the levels we 
recommend for 1979 are not so generous as to encourage individuals to 
adopt a course that will leave them dependent on government programs 
alone. We do not find net replacement ratios excessive merely because 
they exceed 100 per cent. As we have pointed out, there are limitations 
to the usefulness of the net replacement ratio approach. In areas where 
the replacement ratios are very high, use of an absolute dollar assess— 
ment shows that the amounts of "available income" are not out of line. 
However, there should be some consistency through all government assist- 
ance programs both before and after age 65. There are a number of other 
government programs in Ontario such as Family Benefits and Workmen's 
Compensation which, like programs for senior citizens, are based on a 
perceived standard of adequacy. It is the Commission's belief that all 
government programs should tend towards the adoption of one standard of 
adequacy. When considering mimimum adequacy we can see no justification 
for different levels for those 65 and over and those under 65. The 
"poverty lines" discussed earlier do not make any such distinction. The 
Social Planning Council, however, specifically directs its budgeting to 
those 65 and over and establishes its recommended levels for adequacy on 
this basis. The Commission is not convinced that the needs of those 65 
and over are so different from those under 65 that a different set of 
adequacy levels is required. A standard suitable for determining ade- 
quacy levels should apply to all types of beneficiaries andesnoula re- 
flect economic conditions affecting all the people of Ontario at the 
time that standard is applied. 
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A STANDARD OF ADEQUACY 


Throughout our assessment of adequacy of benefits from government 
programs in this chapter we have discussed "levels" of adequacy and have 
shown how the Commission arrived at a "level for adequacy" it could re- 
commend for assessing benefits being paid at January l, 97 Samet Thas 
level is our judgment based on empirical evidence of what is adequate in 
Ontario today. In contradistinction to this "level" we founds noms tan— 
dard" of adequacy now being used which was suitable now or £or thectu- 
ture. Judgments based on empirical evidence are useful to keep in touch 
with reality but something more easily and quickly available is required 
for overall government policy decisions. As already mentioned, the ra- 
tionale for setting levels of various government benefits reveals a lack 
of any consistency or standard. Having considered a number of alterna- 
tives, the Commission commends to the government the minimum wage as a 
suitable standard of adequacy. It is the one standard we have found 
that specifically takes into account the means a person must have to 
live in Ontario society. 


The Minimum Wage as a Standard of Adequacy 


The minimum wage is particularly suited to be the basis for deter- 
mining the levels of government support programs: it is based on stan- 
dards of adequacy for people living in Ontario; it reflects economic 
conditions in the province; and it is subject to the direct Scrutiny soL 
the Legislature, which can alter the rate in response to publi CF pEees= 
sure. An empirical level such as we set could be adjusted to the Con- 
sumer Price Index in the short run, but over time it will fall behind in 
terms of productivity; therefore a standard of some type is preferable. 


The Honourable Bette Stephenson, then Minister of Labour, explains 
how the government determines the minimum wage level in Ontario: 


"Present-day minimum wage revisions are made whenever it is cons id- 
ered that increases in the cost of living have caused excessive de- 
terioration in the real income of low-wage workers. 


"Average hourly manufacturing earnings in the province are exam- 
ined, as are minimum wages in other competing jurisdictions and the 
level of benefits for which individuals and families would be eli- 
gible under the general Welfare Assistance programme. Various 
agencies' "poverty lines' are also studied to note their relation- 
ship to the minimum wage. More general considerations, such as the 
state of the economy, the possible effects on Ontario's competitive 
position, and special requirements of certain industries in the 
province, all play a role in the development of minimum wage lev- 
els. No specific 'formula' is used in the calculation of a rate 
for recommendation to Cabinet, but the recommendation is based on 
the combined evidence of all these indicators."(22) 
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The minimum wage was Originally a weekly rate that varied by geo- 
graphic zones based on population density. By January 1969 the zones 
had been dropped and the minimum wage was stated as an hourly amount. 
Taking the most populous zone and recasting all figures on an hourly 
basis we find the minimum wage in Ontario has increased from $1 in 1963 
LO so 111, L979: 


June 30, 1963 SE.00 
January 1, 1969 ou 
October 1, 1970 Uist 8) 
April 1 e197 1.65 
February 1, 1973 ROU 
January 1, 1974 2.00 
October 1, 1974 PAPAS) 
May 1, 1975 2.40 
March 15, 1976 POS 
August 1, 1978 PAR) 
January 1, 1979 345,010) 


For the same period during which the minimum wage has tripled, the 
rise in consumer prices has reduced the purchasing power of the dollar 
to something less than half its former value. The minimum wage has thus 
reflected productivity gains as well as cost-of-living increases. 


Application of the Minimum Wage 


If we were to use the minimum wage as the standard of adequacy, how 
would the results compare with present levels paid to the elderly by 
government programs? It is absolutely essential to note that, while the 
minimum wage is a gross income amount, our recommendations are concerned 
with a standard for "available income." The resultant figures should be 
interpreted as the amounts of "available income" required from _govern- 


ment payments to ensure income adequacy, and not as the gross income 
needed to meet that standard. 


In the use of this standard, other benefits must be taken into ac- 
count in the same way as for the net replacement ratio analysis. The 
single person should not receive the adequacy incame for the year deter- 
mined from the adequacy standard in gross payments from OAS, GIS, and 
GAINS, but should instead receive this amount in combined "available in- 
come" from the government programs, the additional benefits from Ontario 
Tax Credits, and income tax savings from age-related exemptions. 


Applying the minimum wage as an adequacy standard we would assume 
that each person at 65 was entitled to a replacement percentage of the 
minimum wage of say 70 per cent(23), and that a single person would re- 
quire, in addition, a food and shelter allowance equivalent to one-sixth 
of the married rate. As of January 1, 1979, the minimum wage in Ontario 
was $3 an hour. The number of hours taken to constitute a normal year 
by Statistics Canada is 2,080. Thus a person working a full year at the 
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minimum wage would earn a gross income of $6,240. Using $6,240 as the 
base for determining the minimum level of income adequacy the Commis— 
sion's formula would work out as follows: 


70 per cent replacement gross pre-retirement income 
Married couple, both age 65 2 x $6,240 = $12,480 


70 per cent of $12,480 = $8,736 
or $728 monthly 


Single person age 65 1/2 of $8,736 = $4,368 
+ 1/6 of $4,368 = 128 
$5,096 


or $425 monthly 


The resulting levels are above those advocated by the Ontario 
Advisory Council on Senior Citizens. They are also higher than the 
empirical level determined by the Commission for January 1, #979ethough 
still below the levels recommended by the Social Planning Council of 
Metropolitan Toronto and by the respondents in the Consumer Survey, and 
below the Senate Committee's poverty line. However the Commission 
considers the level determined empirically for January 1, 1979 adequate 
and would not move to a minimum wage standard at this time. We merely 
commend its use on some basis in establishing a future standard of 
adequacy for all social assistance programs in Ontario. 


While the minimum wage seems suitable in many ways for this pur- 
pose, some adjustments may be necessary. We would have to recognize, 
for instance, that the minimum wage does not rise in step with the Con- 
sumer Price Index year by year. Therefore, some consideration would 
have to be given to making interim adjustments to the adequacy standard 
from time to time in line with increases in the Consumer Price Index. 
This does not mean that the minimum wage itself need be adjusted, but 
merely that the adequacy standard based on it could increase indepen- 
dently until such time as the minimum wage was changed and a new income 
standard could be set. In this way, no undue pressure need be exerted 
to increase the minimum wage merely to reflect a need for increasing the 
adequacy standard because of high rates of inflation, though presumably 
similar pressure would be exerted to raise the minimum level for labour- 
related reasons. 


It may be that the adequacy standard should not increase automati- 
cally either with changes in the Consumer Price Index or the minimum 
wage. If the minimum wage were adopted as the basis for determining an 
adequacy standard, any increase in the standard could be the subject of 
government assessment based on a balance of economic and social factors 
affecting the province at the time the standard is to be changed. For 
example, the position of social assistance programs in relation to the 
minimum wage could be monitored, and action taken to increase the levels 
of social assistance only when they fell below the minimum wage by a 
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certain percentage. In setting the base for social programs care must 
be taken to consider carefully just how much of the Gross Provincial 
Product can be allocated to the needs of those requiring assistance. Use 
of the minimum wage as the base for an adequacy standard would help to 
avoid the danger of setting levels in isolation from economic realities. 


DETERMINING ELIGIBILITY FOR GOVERNMENT BENEFITS 


Some problems remain after a standard of adequacy has been deter- 
mined. One area that requires particular scrutiny is that of eligibil- 
ity for benefits. While the OAS is a universal payment for those aged 
65, other government programs are income-tested and are intended to pro- 
vide a degree of income adequacy. Some of the current regulations allow 
inequities to creep into the system. For example, in assessing eligi- 
bility for the Guaranteed Income Supplement from the previous year's 
income, every source as defined by the Income Tax Act is totalled except 
for amounts received from government social welfare programs, certain 
gitts, and a few other specific benefits listed in our earlier discus- 
sion of the GIS program.(24) Similar income sources are excluded in 
assessments of eligibility for GAINS.(25) The difficulty is that the 
exclusion of some benefits - in particular, Workmen's Compensation pay- 
ments, family allowances, and war veterans' pensions — results in an 
understatement of actual "available income" to such an extent that the 
whole idea of a base or floor income for those in need is undermined. 


Serious inequities exist, for example, between persons who, are re—- 
ceiving the full Guaranteed Income Supplement and GAINS, and those who 
receive, in addition to these benefits, a Workmen's Compensation pen- 
sion. Based on the current $16,200 earnings ceiling under the Ontario 
Workmen's Compensation Act, the maximum compensation is now $233.66 per 
week, or $12,150 annually. These payments are designed as income re- 
placement and therefore, in terms of "available income" provided by tax- 
payers and by employers through contributions to the fund, there is an 
unnecessary duplication of social payments. Coupled with the fact that 
Workmen's Compensation payments are not taxable as income, the situation 
of a person aged 65 on full Workmen's Compensation is well out of line 
with our social goal of adequacy. 


Table 6 
Gross Income from Government Old Age Assistance 
Programs and Workmen's Compensation Maximum 


Benefit 
Single pensioner Married both 65 
(Dollars ) 

OAS 2,006 4,013 
GIS 1,647 2,740 
GAINS 467 1,248 
WCB PAAR, 8 1S bs 18) 
Total 167270 207. SL 
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Because these payments seem to us to be excessive we are of the 
opinion that governments should take action to see that these double 
payments are stopped. Public monies intended to provide for the basic 
needs of a person should not be wasted in duplication of benefits. We 
appreciate that there will always be some leakage to undeserving persons 
in any social security system, but we consider that the exclusion of 
Workmen's Compensation payments, Family Allowances, and War Veterans 
Pensions from income tests creates unnecessary double payments and 
places a needless burden on the taxpayer. This situation points up the 
danger of a complex system of social security that does not have one un- 
derlying principle for determining benefits. We also realize that much 
of the administration of the social security system falls within federal 
jurisdiction, but we believe that the Province of Ontario has sufficient 
bargaining power to take some action towards stopping underlying inequi- 
ties in the system. While it might be preferable to rationalize social 
security programs throughout Canada, Ontario is in a position to make 
specific changes now through its GAINS system. 


ADJUSTMENT THROUGH THE GAINS PROGRAM 


The GAINS program was discussed in detail in Chapter 5. Here we 
consider the role of GAINS in accomplishing the two goals the Commission 
sees as essential for the improvement of government assistance to those 
65 and over: 


- To redress the present inequity between single and married per- 
sons by acknowledging that a single person living alone requires 
more than one half of the amount required by each person in a 
married unit. 


- To raise the levels of assistance now being paid from government 
programs to the level of adequacy perceived necessary to live in 
Ontario. 


In its deliberations that led to the choice of GAINS as the vehicle 
for attaining these goals, the Commission examined two other possible 
alternatives: raising OAS pensions or increasing GIS payments. Both 
would involve federal-provincial negotiations. The former was rejected 
on the grounds that this approach would do nothing to solve the inequit- 
able situation faced by single pensioners and would be a wasteful ap- 
proach to guaranteeing income adequacy, since no needs test for eligi- 
bility for payment would be required. The Commission also decided that 
the second approach would be inappropriate, though conceding that the 
GIS program has now attempted to recognize the higher income needs of 
the single pensioner.(26) If the adequacy level proposed by the 
Commission reflects a proper level for the whole of Canada we would 
prefer to see payments increased for all eligible Canadians, as it could 
be unwise to create too large disparities among the levels set in the 
various provinces. However, five of the other provinces have already 
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adopted legislation similar to GAINS; therefore it may be this is the 
preferred approach in light of differing standards of living among the 
provinces and differing resources available for social programs. (27) 


In the end, increasing GAINS benefits seemed to the Commission to 
be the most efficacious way of guaranteeing income adequacy for those 
aged 65 and over in Ontario. This approach is entirely within the con- 
trol of the provincial government and could therefore be instituted 
without undue delay and complications. It also can be linked to general 
economic conditions in Ontario and to the levels provided by other so- 
cial assistance programs in the province. 


In addition, the GAINS program - whose benefits are on top of the 
federal OAS and GIS payments to make up a higher minimum income level in 
the province - has responded to the January 1979 increases in GIS by 
allowing a single person a higher maximum income than is paid to each 
person in a married couple. 


For persons 65 and over living in Ontario the Commission has recom- 
mended an empirical level of income adequacy for 1979 of $4,902 for a 
single person and $8,403 for a married couple both aged 65. Where total 
payments from government programs adjusted to "available income" are now 
lower than these levels, GAINS should be increased to bring those pay- 
ments up to the adequacy level. While the adequacy level is based on 
"available income" and GAINS is paid in gross dollars, adjustments have 
already been made for the gross dollars of existing payments in the gov- 
ernment programs in setting the adequacy level; hence, the differences 
between the levels in Table 7 are the actual amounts by which GAINS pay- 
ments would have to be increased to meet the adequacy level requirements 
1a 1979; 


Table 7 
GAINS Makeup to Adequacy Level for a Single Person and a Married Couple 
Both 65 Retiring at the Minimum Wage Level, January 1979 


Commission's "Available income" Deficiency to 
Adequacy from combined be made up by 
level government programs GAINS 
Month Year Month Year Month Year 
(Dollars) 
Single person 408 4,902 395 4,740 M3 162 
Married couple 700 8,403 700 8,403 = = 
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The effect of increasing the GAINS payments by setting a new guar- 
anteed amount to meet the "available income" level recommended for the 
single person at the minimum wage will affect the amounts for adel the 
single persons at the different wage levels in Table 5. But while the 
income of the single non-worker (Level 1) will rise, it will still be 
below the adequacy level. This raises the question of whether all per- 
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sons 65 and over should be raised to the Commission's adequacy level by 
payments from the government programs comprising OAS, GIS, CPP, and 
GAINS. 


One could argue that GAINS should be increased by an extra amount 
for the Level 1 non-worker so that he or she would receive "available 
income" of $408 monthly. Immediately we are faced with the problem that 
the worker retiring at the minimum wage will be receiving less from 
government programs than the non-worker. It then becomes a question of 
lost incentive to work and of the backlash cautioned against by the 
Ontario Association of Professional Social Workers. The Commission 
notes that the same problem of being below the minimum floor of adequacy 
will arise for persons not eligible to receive full OAS payments. Under 
the new requirements, a person resident in Canada for only 10 years 
prior to qualification will receive only a quarter of the OAS payment; 
although entitled to full GIS, the total available, including GAINS and 
other benefits, will not give the recipient the level of "available 
income" the Commission has determined is adequate. The answer society 
has already given for this situation is reliance on the family benefits 
program and subsidized housing. In the Commission's opinion the same 
answer is the correct one for the Level 1 non-worker. The Commission 
cannot endorse the notion of an absolute entitlement to an adequate 
level of "available income" from specific retirement income programs 
merely by the attainment of age 65. The overriding goal is that no 
person in Ontario should be expected to live on less than an adequate 
amount of “available income." The sources from which such "available 
income" is derived are secondary. 


COST CONSIDERATIONS 


In December 1978 there were 94,577 single persons and 12,194 mar- 
ried couples receiving the maximum range payments under GAINS.(28) The 
total cost of the GAINS program in 1978 was $101.8 million. The course 
suggested by the Commission will add to this cost not only by increasing 
the amounts for those already at the maximum, but also by adding to the 
amounts now being received by those eligible for only partial payments. 
Because of the difficulty in calculating partial payment levels, the 
Commission did not undertake the extensive work involved in making es- 
timates for the increased costs, but there undoubtedly will be an in- 
crease in cost that will not be welcome in a time of government spending 
restraint. However, savings and cost offsets can be worked out if a 
comprehensive social assistance system is implemented in the province to 
replace the existing piecemeal approach to social assistance. The 


following factors should be considered in any discussions of the cost 
implications: 


- As noted above, the balance of the evidence brought before the 


Commission indicated that the $8,403 being received by married 
couples where both are 65 is an adequate income. Therefore, it 
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would not be necessary to adjust the GAINS maximum for those 
married couples at the present time. Available resources could 
be directed towards bringing the single person up to the 
adequacy level. 


Increases or extensions to all programs for those 65 and over 
not directly related to need - for example, free OHIP, free 
drugs, subsidized transportation, and Ontario Tax Credits - 
should be vigorously resisted. 


Many briefs recommended elimination of education taxes assessed 
against real property owned by those 65 and over. An extension 
of this kind should not be undertaken as it is not based on 
need. If housing assistance is to be given, an adaptation of 
the Shelter Aid for Elderly Renters sponsored by the Province of 
British Columbia should be considered. 


New programs to assist persons only because of their chronolog- 
ical age and without regard to need should not be undertaken. 


Figures for income of the elderly determined from taxation sta- 
tistics are misleading in that payments from GIS and GAINS are 
not included in determining income for tax purposes. If Ontario 
wishes to obtain accurate information on the income of the el- 
derly, a declaration of all income including, for example, GIS, 
GAINS, Workmen's Compensation, War Veterans' Pension, and hous-— 
ing subsidies could be required with the application for Ontario 
Tax Credits. 


Eligibility requirements for programs that provide benefits on 
the basis of need should take into account all income. The 
elimination of double payments because of the exclusion from 
income calculations of, for example, Workmen's Compensation 
would lead to considerable savings that could be reallocated to 
GAINS. 


If eligibility for programs is to be determined on the basis of 
need, consideration should also be given to including benefits 
from certain types of assets. The Consumer Survey showed that 
65 per cent of the respondents of all ages planned on a person- 
ally owned house as a source of income in retirement.(29) This 
indicates that ownership of a house constitutes a valuable bene- 
fit for the persons in retirement that is not available to a 
person in non-subsidized rental accommodation, and some notice 
should be taken of this benefit in determining eligiblity. As a 
corollary, the concept of a lien for benefits received similar 
to that under the Municipal and School Tax Credit Assistance 
Act, to be charged against the house and paid at death, might be 
considered. 
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- Again, when benefits are received by some on the basis of need 
rather than by all those over 65, such as for subsidized housing 
or any other subsidy, consideration should be given to including 
such benefits in income calculations. Those now receiving a 
housing subsidy are much better off in terms of their available 
income than those who do not. 


- Revision of the Income Tax Act - at the federal level or at 
least at the Ontario level - to include items ‘now excluded for 
determining income should be sought. Revenue lost on payments 
made under the Workmen's Compensation Act, War Veterans' Pen- 
sions, and other programs, would then be recouped and could be 
reallocated to GAINS. 


- As higher benefits become available to those 65 and over from 
the GAINS program, the Family Benefit rolls will be reduced and 
savings will accrue to that program. There were still 2,039 
women 65 and over, and 1,481 men 65 and over, receiving as- 
sistance from this source in October 1979.(30) Even if there is 
little to be realized in net savings, costs will not be in- 
creased by the shift. 


- Total payments from GAINS have been decreasing as the Canada 
Pension Plan matures, and should resume their downward trend 
once the recommended increases have been absorbed. 


- There will be benefits for the future in redesigning other gov- 
ernment programs so that those in need will be adequately pro- 
tected and those who are not will be encouraged to use their own 
resources for retirement. 


CONCLUSIONS 


Deliberations in setting a level of income adequacy for the elderly 
in Ontario have led the Commission to three general conclusions. First, 
there should be some well-defined standard for determining the adequacy 
of all Ontario government income assistance programs regardless of age. 
Second, the standard of adequacy should be stated in terms of "available 
income," defined as after-tax dollars plus other additional monetary 
benefits, since gross amounts are misleading. Third, the minimum wage 
could provide a suitable standard for establishing adequate "available 
income" levels in the future. 


In the absence of any established standard of adequacy, the Commis- 
sion has concluded from the evidence that, as of January 1979, a single 
person required "available income" from government programs of $4,902 
annually or $408 monthly; and that a married couple, both 65 or over, 
required $8,403 annually or $700 monthly. Appropriate levels may be 
calculated for January 1980 by applying an adjustment of 9.5 per cent to 
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account for the increase (January-January) in the Consumer Price Index. 
The new “available income" levels then would be: for a single person, 
$5,368 annually or $447 monthly; and for a married couple both 65 or 
over, $9,201 annually or $767 monthly. Where the income of persons 65 
and over falls below these adequacy levels, GAINS payments (or Family 
Benefits in some cases) should be increased to achieve these levels. 
All types of income should be included for determining eligibility for 
the government programs, and value should be attributed to some non- 
income assets for this purpose. 


NET REPLACEMENT RATIOS: METHODOLOGY 


The Commission retained Coopers and Lybrand, chartered accountants, 
to prepare comparisons of net income before and after retirement to as- 
certain the replacement ratio of pre- to post-retirement net income in 
Ontario for 1978 and 1979. The following data and assumptions were used 
in the calculations: 


—- Pre-retirement income in 1978 
Post-retirement income in 1979 
Date of retirement was January 1, 1979 


- Four categories of tax filers without dependents were used in the 
post-retirement year: a single individual aged 65 (1979), a mar- 
ried person aged 65 (1979) with a spouse under age 60, a married 
person aged 65 (1979) with a spouse between ages 60 and 65, and a 
married person aged 65 (1979) with a spouse also aged 65. 


- Pre-retirement gross income 


The 1978 gross income for each of these four categories was 
calculated for four levels of income: 


Level 1 includes non-workers whose gross income, based on 
the maximum payable to those classified as "unemployable" 
(not disabled) under the Family Benefits Act, was $206 per 
month for a single person and $365 per month for a married 
couple, or $2,472 and $4,320 annually, respectively. 


Level 2 represents workers who earn the minimum wage. Their 
gross income of $5,688 was based on the minimum wage in 
Ontario; that is, $2.65 per hour to the end of July and 
$2.85 per hour for the remainder of 1978. 


Level 3 workers were at the Year's Maximum Pensionable 


Earnings (YMPE) level. Their gross income (1978 YMPE) was 
$10,400. 
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Level 4 workers were paid the average industrial wage (AIW). 
Their gross income of $13,746 was based on the average 
Ontario Industrial Composite figures from January 1978 to 
September 1978; for the October to December 1978 period an 
estimate was made using preliminary figures. 


- Post-retirement gross income 


For each tax filer and each income level, we calculated the 
amount of Old Age Security (OAS), Canada Pension (CPP), Guaran- 
teed Income Supplement (GIS), Spouse's Allowance, and Guaranteed 
Annual Income Supplement (GAINS) that would be payable. Resi- 
dency requirements were assumed to be fulfilled. Canada Pension 
benefits assumed that each retiree contributed for the lifetime 
of the plan and that earnings bore the same relationship to YMPE 
throughout the contributory period as they did in 1978. We as- 
sumed there was no private pension income or any other income for 
either spouse. Gross pre- and post-retirement income figures for 
workers in each of the categories are shown in Tables 1 to 4. 


Inflation 


We accounted for inflation by expressing all amounts in terms of 
January 1979 dollars. Thus, although OAS, GIS, and Spouse's Allowance 
are indexed quarterly, we assumed that the January 1979 payments re- 
mained the same. In this way the 1978 and 1979 dollars are comparable. 


Net Income 


To determine net income, the accountants were instructed to apply 
actual tax calculations for employed persons (not self-employed) using 
all basic personal exemptions, married exemption, standard medical ex- 
emption, and age exemption as applicable. 


OHIP premiums of $228 annually for a single person and $456 annu- 
ally for a family were deducted from gross income in 1978. Premium 
assistance was assumed for the non-worker. OHIP premiums were not in- 
cluded in the 1979 figures, as persons over 65 (and couples where one 
spouse is 65) are exempted from making payments. 


For the calculation of property and sales tax credits we assumed 
rental payments were one-third of gross earnings in 1978. Rental costs 
were assumed to be 6 per cent higher in 1979 than in 1978 in line with 


rent control regulations. 


The Unemployment Insurance retirement benefit was not included. 
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NOTES 


(1) Statistics Canada, Income Distributions by Size in Canada, Cat. 
13-207. 


(2) Canadian Council on Social Development, Canadian Fact Book on 
Poverty, Ottawa, 1975, pe 9. 


(3) feta. fo pi-10: 
(Aye Lhd lupe X10’. 


(5) Social Planning Council of Metropolitan Toronto, Budget Guide for 
the Elderly, Toronto, 1976. 


(eI bids, pb, 2e 


(7) Letter to the Royal Commission from the Hon. Bette Stephenson, 
Minister of Labour, July 31, 1978. 


(8) The Hon. Bette Stephenson, in a statement to the Ontario 
Legislature June 19, 1978. 


(9) Letter to the Royal Commission from the Hon. Monique Begin, 
Minister of National Health and Welfare, October 12, 1978. 


(10) Letter to the Royal Commission from Office of the Ministries of 
Employment and Immigration, the Hon. Bud Cullen, August 11, 1978. 


(11) Telephone conversation with Director of Benefits and Family 
Benefits Act Regulations. 


(12) Letter to the Royal Commission from Frank S. Miller, Treasurer of 
Ontario, September 24, 1978. 


(13) Mrs. Isabel Finch, Hamilton hearings, April 18, 1978, $300 to $350 
monthly. 


(14), "Brief 189., Budget Guide for the Elderly, with figures indexed to 
the Consumer Price Index to produce a September Tors 
equivalent. 


(iS) Briet 154, p. 16 and following. 


(16) Consumer Price Index increase 8.9 per cent for the year 1978. 
Figures rounded. 


(17) The survey was carried out in the last week of March and the first 
week of April 1978. 


(18) Full details of the method used for the calculations are in 


Appendix A. 


(19) As indicated elsewhere in the report, the commissioners question 
the validity of this change of attitude at age 65 insofar as it 
results in unneeded benefits that are provided solely because of 
chronological age. 


(20) The amount to which a married couple, both 65 without other 


income, would be entitled in Ontario in 1977. 
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(27) 


(22) 


(23) 


(24) 
(25) 


(26) 


(27) 


C28) 


Figure before August, 1978. The minimum wage in Ontario, as of 
January 1, 1979, is $3.00 an hour. 


Letter to the Royal Commission from the Honourable Bette 
Stephenson, Minister of Labour, July 31, 1978. 


The 70 per cent ratio is one often accepted in pension design to 
allow for absence of costs related to being in the work-force and 
lower income tax on reduced income, while maintaining a continuity 
in living standard. A 65 per cent ratio would result in figures 
below the Commission's empirical level of adequacy for 1979. 


65 per cent replacement of gross pre-retirement income 

Married couple, both age 65 2 x $6,240 = $12,480 
65 per cent of $12,480 = $8,112 
or $676 monthly © 


Single person VW/2R0b PSO lis Eamon UO 
+el/Gcot, 54,056 = 676 
S47 732 


or $394 monthly 


See Chapter 5. 
Ibid. 


GIS} increased ac January 1, 1979 by S20 fora single personvand 
$10 to each of a married couple. 


British Columbia, Alberta, Nova Scotia, Manitoba, and 
Saskatchewan. For details see GAINS, background paper. 


Single, top range $35.01 to $40. Married couple, top range $50 to 
$55. Figures supplied by Guaranteed Income and Tax Credit Branch, 
Ministry of Revenue, Ontario. 


Consumer Survey. 


See Chapter 4. 
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Chapter 7 


Retirement Income in Ontario 
from Employment Pensions and 
Other Formal Arrangements 


EMPLOYMENT PENSION PLANS 
Nature and Size 


Pension plans are arrangements made by employers to provide retire- 
ment income for employees. Pension plans vary greatly in design to meet 
the needs of various enterprises. They must conform, however, to the 
requirements of income tax authorities and also to those of provincial 
or federal regulatory authorities.(1) Pension or retirement plans are 
almost invariably registered with the income tax authorities in order to 
obtain tax deductions for contributions of employers and employees and 
to avoid tax on the income of the pension fund. 


Income tax guidelines require that the primary purpose of a pen- 
sion plan must be to provide pensions to employees in the form of life 
annuities.(2) The plan must be a definite arrangement established as a 
continuing policy by an employer or group of employers or by a union 
in conjunction with such employers. No law or rule requires anyone to 
establish a plan - or having introduced a pension plan, to continue it. 
While the plan is in existence, however, the employer must put monies 
aside to provide for the pensions promised as required by the Pension 
Benefits Act. 


It is generally considered that an employer-employee relationship 
must exist before a retirement arrangement can be considered a pen- 
sion plan. For tax purposes, a plan must be for employees; moreover, 
"employee" does not include a person who is self-employed, or a partner 
or proprietor.(3) In addition, the employer must be a contributor to 
the pension fund; in other words, a pension plan would not be accepted 
for registration if it were funded entirely by employees. The Ontario 
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Pension Benefits Act defines employee more widely as an individual 
wno performs service in Ontario for a continuous period of not less 
than six months under a contract of service or of apprenticeship and 
includes an officer or director and an agent acting for a principal 
on a substantially full-time basis. Employer is defined in relation to 
an employee to mean any person or association from whom the employee 
receives his remuneration. 


Revenue Canada places certain restrictions on the benefits that may 
be provided for "significant shareholders."(4) 


There were 15,095 pension plans covering 4,193,244 employees(5) in 
Canada in 1978. Plans varied greatly in size - more than 85 per cent of 
the members were covered by 5 per cent of the pension plans. While 1.6 
per cent of all plans in Canada in 1978 covered groups with more than 
2,000 members, these plans covered 73.1 per cent of the membership. 
Obviously, care must be taken to distinguish factual data relating to 
plans as compared with members. For example it would not be useful 
to say that 50 per cent of plans have a particular feature if such 
plans only cover only 5 per cent of all members. In addition the plan 
characteristics of public sector plans and private sector plans are 
often dissimilar with the result that overall statistics tend to be 
misleading. The public sector plans include some with the largest 
membership in Canada although they are relatively few in number. 


A pension plan may be contributory or non-contributory, that iS, 
employees may be required to make contributions to the pension fund or 
the employer may make all the required contributions. Almost all mem- 
bers of public sector plans in Canada (99 per cent) are in contributory 
plans, while in the private sector (50 per cent) are in contributory 
plans. There is a tendency for large collectively bargained plans to be 
non-contributory. 


In Ontario, 38.8 per cent of all members in pension plans are mem- 
bers of public sector plans and 99.5 per cent of these members are in 
contributory plans. Of the members of private sector plans in Ontario, 
58.8 per cent are in non-contributory plans. 


Participation in a pension plan varies with the type of industry. 
Although there are problems in classifying integrated companies by 
industry, Table 3 shows membership by industry based on Statistics 
Canada's classifications. 


Employees may be required to become members of a pension plan as a 
condition of employment. Some plans provide for voluntary participation 
and others do not. Pension plans for public sector employees generally 
require full-time employees to join the plan. As will be seen from 
Table 4, membership is compulsory in 47.6 per cent of Ontario plans, 
covering 83 per cent of plan members. 
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Table 3 


Number of Pension Plans and Membership by Industry, Ontario, 1978 


Industry 


Agriculture 
Forestry 
Fishing and trapping 
Mining 
Manufacturing 
Food and beverages 
Tobacco products 
Rubber industries 
Leather 
Textile 
Knitting mills 
Clothing 
Wood 
Furniture and fixtures 
Paper and allied industries 
Printing and publishing 
Primary metals 
Metal fabricating 
Machinery 
Transportation equipment 
Electrical products 
Non-metallic mineral products 
Petroleum and coal products 
Chemical 
Miscellaneous 
Construction 
Transportation and communication 
Trade 
Wholesale 
Retail 
Finance, insurance, and 
real estate 
Community business and personal 
service 
Public administration and 
defence 


Total 


Plans Per cent 


1, 


1, 


8, 


143 
280 
128 
S72 
303 
204 
245 
133 

IES 
287 
261 
505 
451 


365 
649 


645 


503 


ou! 


665 


CS) 
e 


be 
e C ee RO St 2 
NW © © W NW OF CO ® Or SD U1 NW =) 0 =) Oy Coe = Or 


i! Iss) Khe) 8) @) 1 ST 
[ @ 


1 OW W 
e oe @ 


100.0 


Members 


793 
152 


40,148 


45,666 
2,289 
yee dg 
2578 
6,244 
828 
Wavy 
2,376 
5,216 
33,884 
28 , 207 
53,857 
47,983 
46,186 
116,233 
60,660 
15,822 
12,936 
37,267 
17,090 
78,191 
143,544 
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Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 


unpublished. 
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Table 4 
Compulsory and Voluntary Plans and Membership, Ontario, 1978 


Plans Members 
Number Per cent Member Per cent 


Compulsory, both sexes 4,124 47.6 1,384,508 83 
Voluntary, both sexes 4,294 49.6 254,845 ibsy 5) 
Compulsory males, voluntary 

females 55 a6 Usp ood Ate 
Compulsory females, voluntary 

males 4 - 6 = 
Compulsory males, not eligible 

females 38 4 637 a 
Compulsory females, not eligbile 

males 4 - 364 = 
Voluntary males, not eligible 

females 47 ep 1,445 eel. 
Voluntary females, not eligible 

males 2 - 2 om 
Not eligible, both sexes(a) 97 BAA 1B7o92 <c 
Total 8,665 100 1,668,895 100 


a "Closed end" plans - new employees not eligible. 


Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 


Types of Plans Gi,~leuwit Pow 


There are two basic types of pension plan, each reflecting a dif- 
ferent philosophy about the nature of a pension. The first type, the 
defined contribution plan (money-purchase) is essentially a savings 
plan; the second and more common type, the defined benefit plan, pro- 
vides a specific amount of pension. The defined contribution plan spec- 
ifies the contribution to be made to the pension fund; the ultimate pen- 
sion is whatever amount the contributions plus interest will provide at 
retirement. No specific amount of pension can be or is promised. 


These obvious differences are reflected in the ways in which costs 
are determined. A defined contribution plan has a known cost related 
to salary and service, but the amount of benefit is unknown. Defined 
benefit plans have only an estimated cost, although the amount of future 
benefits related to salary and service is known. In the latter case, 
regular contributions must be calculated and put aside now to pay the 
promised pension benefits. For this purpose the employer requires the 
services of an actuary, who will recommend a contribution rate based on 
projections of various cost factors such as interest rates, salaries, 
employee turnover, and life expectancy. 
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A defined contribution or money-purchase plan is much less complex. 
Usually it requires the employee to pay for example, 5 per cent of wages 
or salary to the pension fund, and the employer undertakes to match the 
employee's contributions. At retirement the employee's pension is what- 
ever annuity these contributions accumulated with interest will provide. 


Since the present cost of a pension unit increases with age, there 
is an important difference in the way in which benefits are earned under 
the two types of plan. In a defined benefit plan the individual accrues 
a specific unit of pension each year as a plan member, at an annual cost 
ranging from very low at the youngest ages to very high just before re- 
tirement. The converse is true of a money-purchase plan: the fixed con- 
tribution rate produces a high rate of pension accrual at younger ages 
and a much lower rate in later years. A parallel difference is found in 
the way the two types of plan treat males as opposed to females. Because 
women live longer than men, it costs more to provide them with the same 
amount of pension; thus, a fixed contribution rate produces a lower rate 
of pension accrual for females than for males; conversely, a fixed bene- 
fit rate means a higher unit cost for women than for men. 


With an appreciation of these basic differences, an employer will 
find that the choice of plan type has both cost and design implications 
according to the particular circumstances of the group. One considera- 
tion may be the relatively low cost of a defined benefit plan, in the 
short term at least, for a group that is predominantly young. Another 
factor, and a compelling one in collective bargaining, may be the desir- 
ability of linking pensions strictly to service and earnings, thereby 
maximizing benefits for those who will retire in the near future (with- 
out impairing those accruing to younger employees). Again, a defined 
benefit arrangement would be indicated, since the rate of pension for a 
year of service is not affected by individual age or sex. Where a money- 
purchase plan is selected, it may be assumed that other objectives are 
paramount: predictability of cost, equity in the year-to-year alloca- 
tion of employer monies, and administrative simplicity. In practice, the 
defined benefit type is clearly more popular than the money-purchase al- 
ternative. As will be seen from Table 5, defined benefit plans cover 
92.3 per cent of all plan members in Ontario, compared to 6.3 per cent 
for money-purchase plans (including profit sharing). 


Despite their obvious popularity, defined benefit plans are also 
more vulnerable to criticism: from the employer's standpoint because 
costs are less readily controlled, and from the employee's point of view 
because their financing is not usually visible or well understood. If 
the plan is contributory, the employee's share of cost is known, but the 
employer's share often is simply described as the "balance" of cost. If 
employer contributions are disclosed in detail it still may not be clear 
to employees why, at a given time, they are lower than total employee 
contributions (for example) or why they are not allocated equally to in- 
dividual employee "accounts." Some criticisms clearly arise from the 
fact that cost-benefit relationships in pension plans are inherently 
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complex; sometimes little effort is made to explain them. It is often 
true, however, that the employer - whose cost is variable while the 
employee's is fixed - enjoys substantial savings as a result of high 
investment yield, personnel turnover, or other developments more favour- 
able than originally estimated. Furthermore, younger employees in a 
contributory plan actually pay the entire cost of their own accrued ben- 
efits up to a certain age, or more than the cost, depending on the pres- 
ent value of the benefit and the amount of required employee contribu- 
tions. A "fair" overall division of cost may not be appreciated by the 
younger employee who, at the moment, is not only missing out on the 
distribution of the employer's money but may even be subsidizing the 
pensions of other employees. 


These drawbacks may be overstated. Employer costs in a defined 
benefit plan are subject to fluctuation; in the long run they may be 
more acceptable in relation to payroll and to employee contributions 
than might appear from a one-time examination. Employer savings can be 
and often are used for purposes of plan improvements or additional bene- 
fits to pensioners. On the other side of the comparison, a money- 
purchase plan usually does not in fact equate employee and employer 
costs, even where contributions are "matched." Until certain vesting 
conditions have been met, the employee has only a contingent right to 
the employer's portion. When a non-vested member terminates employment, 
the employer's cost for the plan as a whole is reduced in the following 
period by the amount of accumulated contributions and interest that is 
no longer allocated to that person. Matching of contributions, while 
entirely visible to members during their employment and after they have 
acquired full vesting, is not a reality to the non-vested employee - nor 
does it mean that total employer costs are the same as employee contri- 
butions. Unless full and immediate vesting is provided or employee ter- 
minations are infrequent, the stated rate of employer contribution is 
not a reliable indicator of the actual share of cost for the group as a 
whole. 


Finally, it should be noted that the defined benefit approach is 
consistent with the notion that pensions are a form of insurance. Re- 
tirement is regarded as a contingency which, like death, can be provided 
for in advance through the pooling of individual risks and funding for 
an entire group. Money-purchase, on the other hand, is more closely 
related to individual saving for individual contingencies. It has no 
"insurance" characteristics until contributions are actually used to 
purchase an annuity; even then, the amount of pension will be determined 
in part on the basis of personal attributes: age, sex, and the level of 
interest which happens to prevail at the time of purchase. 


Individual preferences for one plan type as opposed to another may 
be strongly and logically held by employees, and may change over time as 
personal circumstances change or plan improvements are implemented. In 
general it is impossible within an employed group to accommodate the 
wishes of participants for such divergent plan types. For present pur— 
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poses, therefore, defined benefit and money-purchase approaches, repre- 
senting as they do two distinctly different strategies, must be regarded 
as mutually exclusive. 


Defined Benefit Plans 


Defined benefit plans are of three basic types. One is the Plat 
benefit pension plan where the employer promises to pay a fixed amount, 
such as $10 per month for each year of service without reference to 
earnings. Flat benefit plans are commonly negotiated between management 
and labour unions. The level of benefit is usually fixed for the term 
of the collective agreement which may be from one to three years and is 
renegotiated when the collective agreement expires. 


Less commonly the benefit is not proportionate to the employee's 
length of service but is a flat amount for all who retire with yzZ0myeaus 
or some other minimum period of service. Flat benefit plans are gener— 
ally non-contributory, with the entire cost met by the employer. 


The second basic type is the career average pension plan in which 
the pension benefit per month is based on a percentage of the employee's 
earnings for each year of service. The formula might provide, for exam- 
ple, 2 per cent of earnings for each year of service. An employee 
working from January, 1960 to January, 1980 would have a pension credit 
equal to the total of 2 per cent of earnings in each year. Expressed in 
a more convenient way, it is equal to 2 per cent of average earnings 
from 1960 to 1979 inclusive multiplied by 20 years of service. If an 
employee worked 30 years for the same employer and had average monthly 
earnings of $500 the pension would be 2 per cent of $500 times 30, or 
$300 per month. Because the pension is based on earnings over all years 
of plan membership, the term "career average" is used to describe this 
formula. 


Because of the high rate of inflation in recent years, Many career 
average pension plans have been updated in a way that modifies their 
original intent. The usual method is to state that earnings for a 
recent year will be substituted for the average actually earned pre- 
viously. If for instance an employee's earnings had risen from $5,000 
in 1960 to $20,000 in 1979, an updating to the 1979 base year would 
obviously have a marked effect on the accrued pension. 


Career average pension plans are commonly contributory - thats; 
the employee is required to contribute a percentage of salary or wage, 
often 3, 4, or 5 per cent towards the cost. 


The third and most common type of plan is the final average pension 


plan. A final average formula bases the pension on a percentage of earn- 
ings in the most recent years prior to retirement. The period used is 
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usually from three to five years, but may range up to ten. For example, 
the benefit formula might be 2 per cent of average earnings during the 
five years prior to retirement. If an employee worked 30 years for the 
Same employer and average earnings of the last five years were $1,000 
per month, the pension would be 2 per cent of $1,000 times 30, or $600 
per month. 


In the following tables the term "final earnings" is sometimes 
distinguished from "average best earnings," meaning an average based on 
the best earnings years in a specified period prior to retirement (e.g., 
best five of the last ten years). 


Formerly it was possible to have a plan with pension based on final 
pay at the time of retirement rather than the average of several years. 
Because such a plan may give undue weight to an adjustment in pay just 
before retirement, the Department of National Revenue now requires an 
average of at least three years to be used. 


Popularity of the final average formula needs little explanation. 
It relates the pension to a person's earnings level in the later years 
of a career, normally the period of highest salary. It also minimizes 
the effect of inflation up to the time the actual benefit is determined. 
As compared with a career average formula, which gives equal weight to 
years of high and low earnings, a final average formula with the same 
percentage rate may be expected to produce roughly double the pension 
per year of service. The actual ratio will depend on the inflation rate 
and the range of earnings a person otherwise would have over the entire 
period of service. 


From Table 5 we see that 99.5 per cent of all plan members in the 
public sector in Ontario are in defined benefit plans (final earnings, 
career average, flat benefit) and 95.7 per cent are in final earnings 
plans. In the private sector, 87.7 per cent of all plan members in 
Ontario are in defined benefit plans and 30.7 per cent are in final 
earnings plans. One-third of all members in the private sector are in 
flat benefit plans. 


In order to show the incidence of various benefit rates in defined 
benefit plans, two tables are provided: Table 6, for earnings-related 
benefits and Table 7, for flat benefits (dollars per year of service). 


Earnings-related plans reveal a clear preference for a 2 per cent 
formula, whether applied to a final earnings period or a career average. 
Overall, seven of every ten members of these plans are credited with 
at least 2 per cent of earnings per year of participation. In flat 
benefit plans the credit is $7 or more per year of participation in 
plans covering two-thirds of members. 
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Table 7 
Benefit Rate, Flat Benefit Pension Plans, Contributory and Non-contribu- 
tory, Ontario, 1978 


Benefit rate Contributory Non-contributory Total 
group (a) Members Per cent Members Per cent Members Per cent 
(Dollars) 

Under 2.49 24 2 2,478 As: 2,202 Ri: 

2.50 = 1399 Tisw Gel iss Tis. 4.3 147357 4.4 

4.00 - 4.99 ibe are: 14.9 12,443 4 14,371 4.4 

all acsee 159 ed 1B 7O22 6 19,381 6 

6.00 — 6.99 SA SUNY, Deu) fs peAls Cae 28,826 Sag 

7.00 and over Syabteyl 39.4 207,082 66.2 212, LOS 65.2 

Other (b) I OIESs eS) 32,9710 TOF) 53 7IC> 10.4 

Total Isat she') 100.0 312,7686 10030 825,505)" 10050 


a Monthly pension credit per year of participation. 

b Includes those variable by sex. 

Source Statistics Canada, "Pension Plans in Ontario, January l, ARS feiss 
unpublished. 


Contributions 
A full 99 per cent of plan members in the public sector in Canada 
(1978) and in Ontario (1978) are in contributory plans. In the private 


sector 41 per cent of plan members in Ontario are in contributory plans. 


Tables 8 and 9 show the distribution of contributory and non- 
contributory plans by plan type. 


Flat benefit plans are generally non-contributory. In other types 


of private sector plans in Ontario about 60 per cent of the members are 
required to contribute. 
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Public sector plans generally provide for higher employee contribu- 
tion rates than do private sector plans. Some 86 per cent of the members 
in public sector plans in Canada in 1978 were required to contribute 
more than 5 per cent of earnings compared with just 14 per cent of the 


members of private sector plans.(6) In Table 10 contribution rates are 
shown for all Ontario plans. 


Table 10 
Employee Contribution Rates to Pension Plans, Ontario, 1978 


Contribution rate Plans Members 
(Per cent) (Number ) (Per cent) (Number ) (Per cent) 

Less than 3 263 4.2 19,420 1.8 
3 - 3.9 523 ei 8! 22195 Del 
4- 4.9 522 OA fil Pjeiere Gv 
Ba 5.9 45022 63.6 250,253 23.4 
6 - 6.9 286 4.5 I 7T7395 LO? 
1 24 04 324,478 30.4 
Joi - 9.9 Pak AS) £59435 1550 
10 6 mall 26 

Dollar amounts 240 Sisal 97205 8 
Cents per hour 30 <5 4,754 ie) 
Other Bae 5.9 24,983 Pay 
Variable by sex 14 a2 PaO Ls 2 
Total 6,323 100.0 1,065,983 100.0 


Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 


Total employee contributions in Canada in 1977 were slightly over 
$2.1 billion. Total employer contributions in Canada in 1977 were over 
$4 billion of which about $3 billion was for contributory plans and 
about $1 billion was for non-contributory plans. 
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Thus, we can see that in Ontario there were more contributions to 
pension plans in the public sector than in the private sector and that 
two-thirds of the contributions in the public sector are made by the 
government as employer. In the private sector in Ontario, employees 
contributed 22 per cent of all contributions with the employer contrib- 
uting the balance. In contributory plans in Ontario, employee contribu- 
tions were 35 per cent of total contributions. 


Funding Administrator 


Under the Pension Benefits Act and as required by Revenue Canada, 
the funds of a pension plan must be administered by a government, a life 
insurance company, a corporate trustee, individual trustees, or a COrpo— 
rate pension society. In Ontario; as shown in, Table 13, trusteed ar- 
rangements are found in plans covering 65.9 per cent of plan members. 
The other two significant funding agents are insurance companies (16.4 
per cent) and governments (14 per cent). 
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Retirement Benefits 


Pensions or "retirement benefits" must take the form of an annuity, 
and not a lump sum on retirement.(7) The Pension Benefits Act defines 
pension benefit to mean "the annual, monthly, or other periodic amounts 
to which an employee will become entitled upon retirement."(8) Revenue 
Canada guidelines state explicitly that pensions must be in the form 
of life annuities.(9) Both measures reflect the need - as a matter 
of public policy as well as individual welfare - for regular income 
throughout the remainder of the pensioner's lifetime... (ihe jcuske or 
spending all one's money before death is seen as unacceptable to the 
state, which would be required to support the pensioner. 


Annuity contracts may be issued only by insurance companies, at a 
cost which varies from time to time, and among insurers. The employer 
may use accumulated funds to purchase a life annuity for the retiring 
employee from an insurance company. More commonly, however, the plan is 
self-insured - that is, pensions are paid directly from the fund in 
accordance with the plan, and the employer in effect assumes the risks 
of mortality and investment performance. 


In either case, the person's total entitlement has - or can be 
assumed to have - a capital value, which is pooled with others' capital 
in order to cover all benefit payments for participants, regardless of 
how long an individual may live. Payments are made from a combination 
of the capital and interest earned. The proceeds are available to all 
contributors as a group, but not every contributor gets backtalds Giehis 
or her own capital. Those who live a long time get back more than those 
who do not. An insurance company uses mortality tables to estimate 
how long contributors and their spouses will live, and these estimates 
determine the price of an annuity - that is, the amount of capital 
required to provide for the expected number of pension payments. A 
similar calculation enters into the costing of pensions in a self- 
administered plan, although there may be no transfer Of capital] tolan 
insurer when a member retires. (10) 


Many plans provide the employee a choice of type of annuity, for 
instance, for life only, for life with a minimum of five or ten years, 
(a "guaranteed" period) or for the life of the retiree with a payment 
continuing to the spouse after the death of the retiree (a joint and 
survivor annuity). “Guaranteed annuities mean that the periodic pay- 
ments, usually monthly, are made for at least a minimum term whether or 
not the retired pensioner dies in the meantime. In a joint and survivor 
annuity, the pensioner receives a lower amount than under an ordinary 
life annuity, but on the death of the pensioner a specified monthly 
amount is paid to the surviving spouse. For a given capital amount the 
amount of the pension is highest in the life only form; it is lower in 
the form of a guaranteed annuity or a joint and survivor annuity. In 
Table 14 these differences are illustrated, using annuity values as of 
mid-1979. 
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Amount of Retirement Income 


The amount of pension is determined in a defined benefit plan ac- 
cording to the plan formula; and in a money-purchase plan by annuity 
rates prevailing at the time of purchase. Revenue Canada sets maximum 
pension amounts for defined benefit plans; for money-purchase plans pen- 
sions are limited through restrictions on tax-deductible contributions 
each year. At present, tax-free maximum contributions to a pension plan 
each year total $3,500 each by employer and employee. At that level of 
$7,000 a year, the pension after 35 years would amount to about $80,000 
a year. 


For a registered defined benefit plan, the annual pension is max- 
imum $1,715 times the number of years of pensionable service up to 35 
yeas (960,025) (Obrest batessy, ene product of 2 per cent per year of 
pensionable service up to 35 years and the average of the best three 
consecutive years of remuneration. (11) 


Whatever the plan formula, the amount of pension depends on pen- 
sionable service with the same employer. As we have seen in Chapter 4, 
the amount of pension income being received is small and the numbers 
receiving pension income are few. Table 15 shows the average pension 
income received in Canada in 1975. 


Table 15 
Number of Pensioners and Average Annual Pension from Employment Plans, 
by Income and Sex, Canada, 1976 


Male Female Both sexes 

Average Average Average 

Annual income Number pension Number pension Number pension 

(Dollars) (Dollars ) (Dollars) (Dollars ) 
Under 1,000 3,024 487 3,349 417 6,373 450 
Wy 000= 71,999 67205 700 8,476 672 14,741 684 
Ze000=— 2,909 22 Ok og 24,102 807 46,683 802 
3,,000—. 3,999 3/3232 328 SAwso2 9 1,237 71,605 14282 
4,000- 4,999 45 O0G mee Le RO Rede. 1, 59k 15 34D te 7OCe 
5,000- 5,999 ANG 0) 2m peo IPCop. 75 U2, Oa ee 
6,000- 7,999 14; 53a) me r0oS A228) 2,168 116, a9" 27 oe 
8,000- 9,999 48,568 © 35 ,/67 Sula Pee!) 80,282 so Sars 
10 ,000-24 , 999 50; (lee geo 57,128. 3,204, 20/7039 sean co 
25,000 and over 28,444 7,612 4,700 5,043 33,144 7,246 
Total AS T5323 6 i eee ee ea 2}385 


Source Statistics Canada, Pension Plans in Canada, 1978, p. alt 


Tne Financial Executive Institute survey of 2,716 pensioners re- 
tired from a selected group of large companies in Canada showed the 1O77 
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average pension as $5,208 based on estimated average earnings of 
$177063.(12) 


Adjustments for Inflation 


Escalation of benefits after retirement may be provided in the 
terms of the plan, usually with reference to an external measurement of 
prices such as the Consumer Price Index, or of wage and salary levels. 
Some plans limit the pension adjustment to a specific percentage in any 


one year or a maximum determined by some other formula. Table 16 shows 
the incidence of escalation provisions in Ontario. 


Table 16 
Provision for Escalation in Pension Plans by Sector, Ontario, 1978 


Public sector Private sector 
Per cent Per cent 
Plans Members members Plans Members members 


No provision 107 266,930 41.1 8,473 972,692 9532 
Consumer Price 

Index with yearly 

maximum of under 


4 per cent 1 348 ih 45 41,668 4.1 
4 per cent 

and over 35 2457956 8325 6 2418) aS 
Wage index under 

3 per cent = - - 4 97 - 
Other 8 164,780 25.4 20 37070 a3 
Total 119 648,014 100 8,548 1,020,883 100 


Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 


Thus, 41.1 per cent of public sector members and 95.2 per cent of 
private sector members in Ontario are in plans without automatic escala- 
tion of pension benefits. However many employers make "ad hoc" adjust- 
ments, that is, occasional increases to pensioners without amending the 
regular plan provisions. 


Other Benefits 
Benefits on Death After Retirement 


Provisions may be payable in various forms as described above; and 
the form - whether nominal or one selected by the individual - will de- 
termine what portion of the pension, if any, will be payable after the 
pensioner dies. However, some plans provide an automatic survivor's 
pension in addition to the regular pension; in effect it is a type of 
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life insurance and as such does not involve an individual option with 
its attendant reduction in pension. Otherwise there may be a continua- 
tion of monthly payments for a guaranteed term, a monthly pension under 
a joint and survivor option, or a refund of the balance of contributions 
after deducting pensions already paid. Some plans make no provision for 
surivors. In general, these are non-contributory arrangements in which 
there are no employee contributions to be refunded. The prevalence of 
post-retirement death benefits is shown in Table 17. 


Table 17 
Benefits on Death After Retirement by Sector, Ontario, 1978 


Public sector Private sector 
Per cent . Per cent 
Plans Members members Plans Members members 


No benefit 4 oe 5 928 259,374 25.4 
Guaranteed term less 
than 60 months - - ~ 26 37669 = 
60 months 40 107 69) 2,990 335,483 - 
61-119 months i 47 - 174 2,930 = 
120 months 29 8,225 - BS seh isi (2) - 
121-240 months - - - Ze 1h - 
Total guaranteed term 70 13,963 Db 6,767 465,940 45.6 
Employee contributions 
less pension paid 3 OO) ALSO 240 36,282 SIG: 


Employee and employer 
contributions less 


pension paid - - - 56 11,668 een: 
Survivor pension 36> 5407116 O35 376 212,095 20.8 
Option chosen 3 769 or 138 eG i! Ifsaé 
Other 3 20,804 BAY 48 2350 Dis 
Total 119 648,014 100 8,548 1,020,883 100 


De ot aie ee es eee ee ee A nes ee oe a eee ee ee 
Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 


Thus, less than 1 per cent of plan members in the public sector in 
Ontario and 25.4 per cent of plan members in the private sector were in 
plans which provided no death benefit after retirement. Public sector 
members tend to receive a survivor pension and private sector members 
tend to receive a guaranteed annuity with five years being the most com- 
mon guarantee period. Of members in public sector plans with a survivor 
pension, 85.5 per cent are in plans providing for a 50 per cent survivor 
pension. In the public sector in Ontario, 83.3 per cent of members are 
in plans providing a survivor pension compared to only 20.7 per cent OF 
private sector members. In the private sector 43.2 per cent are in 
plans providing for a 50 per cent survivor pension. 
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Benefits on Death Before Retirement 


In the event of death of a member while still employed, the plan 
may pay a Surviving spouse a monthly pension - usually about half of 
the member's accrued pension - often subject to a minimum age or service 
requirement. More commonly, there is only a refund to the estate or 
designated beneficiary equal to the employee's own contributions - with 
or without interest - and in some cases a portion of the employer's 
contributions. The incidence of these provisions is shown in Table 18. 


Table 18 
Benefits on Death Before Retirement by Sector, Ontario, 1978 


Public sector Private sector 
Per cent Per cent 
Plans Members members Plans Members members 


No benefit ~ - - L079) 2299 ale ee 9 SS 
Refund of employee 

contributions 24 77,544 AM bea) 2,430 228,004 PRS 
Refund of vested 

employer contributions 3 769 Pll 873 HOMTS Gro 
Survivor pension 389456197359 86.6 654, 3097 /74— #3053 


Refund of employee 

contributions and vested 

employer contributions 54 8,342 32, 3,486 92,458 920 
Other = - - 26 ZO0FO2S 20 


Total 119 648,014 100 = 8,548 1,020,883 100 


Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 


We see that 86.6 per cent of members in the public sector in 
Ontario are in plans providing a survivor benefit upon death prior to 
retirement compared with 30.3 per cent in the private sector. In the 
private sector in Ontario 29.3 per cent of members are in plans without 
death benefits. 


There is no requirement in the Pension Benefits Act or Income 
Tax Rules that interest be credited in the event of a refund of con- 
tributions. In practice, as shown in Table 22, most plan members are 
promised some rate of return on their contributions, usually below the 
anticipated yield on investments of the pension fund. In some cases the 
rate of interest credited is reviewed periodically and adjusted by 
amending the plan or notifying the members; occasionally the rate is 
linked to the current rate paid by banks or other savings institutions. 
At the low end of the scale are provisions which may have been intended 
as long-term guarantees - that is, interest rates which the plan could 
promise regardless of short-time fluctuations in investment earnings. 
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Disability Benefits 


Where a disability pension is provided, it is applicable to cases 
of long-term incapacity to perform any regular work, or at least to hold 
any job with that employer. Benefits may be reduced by government disa- 
bility pensions (CPP, Workmen's Compensation) but in some plans are pay- 
able in addition to any other benefits. The amount of benefit in most 
cases is based on the member's accrued pension, and is either the full 
amount without reduction on account of age, or is subject to actuarial 
adjustment. 


Data in Table 19 are for disability provisions in pension plans, 
and do not indicate the availability of similar benefits under group in- 
Surance programs. The latter are often used as a substitute for disabil- 
ity pensions as such; or the two types of coverage may apply to the same 
group, with their benefits co-ordinated in some manner. 


Table 19 
Disability Benefits Provided by Pension Plans by Sector, Ontario, 1978 


eee ee RA Bes Wa OE + Le ee Plo e S eee 
Public sector Private sector 
Per cent Per cent 
Plans Members members Plans Members members 


Full accrued pension 25°) 522, 71 OUR 6 6857 02857601 7ne2 759 
Actuarially reduced 

pension 25 = 837666") 12.9% 1,183) 27, o eee 
Flat amount per month lt E268 Rae 18 6,019 oo 
Other 6 22,443 3.4 323, 180,043" 1726 
None provided 625 Gl, 938 2 6,338 » 42 849 Sai 
Total 119 648,014 100; 48,547.1020; 823 100 


Fy al, La he rr ae ee OT ae ee EOE ee ee ee ee 
Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished data. 


In public sector plans, 97.3 of members have disability benefits in 
the pension plan and 80.6 per cent receive a full accrued pension. In 
the private sector, 41.3 per cent of members have no disability benefits 
in the pension plan and 27.9 per cent receive a full accrued pension. 


Vesting and Locking-In 


The Pension Benefits Act requires that a member of a plan who has 
been a member of the plan for ten years or who has had continuous ser- 
vice with the employer for ten years and who has attained the age of 45 
years is entitled to a deferred life annuity at normal retirement age 
upon termination of employment or membership in the plan.(13) This is 
known as the 45 and 10 vesting rule. There cannot be any later vesting, 
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but plans may provide for vesting at an earlier age or after a shorter 
period of service. 


It should be noted that the Pension Benefits Act requires vesting 
and locking-in only in respect of benefits accrued from the “qualifica- 
tion date" -— that is, the effective date of the act, January 1, 1965. 
Benefits for prior service are included if such benefits were created 
after the qualification date. For example, an improvement now of $2 in 
a flat rate benefit formula, applied to all service including years 
before 1965, would be fully vested under the 45 and 10 rule even if the 
plan provided no vesting for other pre-1965 benefits. Vesting provisions 
in plans governed by the act are analyzed in Table 20. 


Table 20 


Vesting on Termination of Employment by Sector, Ontario, 1978, - Plans 
Subject to Pension Legislation 


Public sector Private sector 
Per cent Per cent 
Plans Members members Plans Members members 


Immediate and full 53> VEO, 2058862255. eb, FS 56,488 eS 
Years of service 

Under 5 3 0S2 49 4,513 

5 4 Boos 251 44,091 

6Ator> 2 26 102 4,070 

10 30°" = 89) 236 2,093" 3907106 

ll to 14 Z 10 172 Spee 

15 Ae ee OZ “ 540 49,237 

16-19 - - - 145 37124 

20 4 2,505 485 30,658 

Over 20 - ~ ~ 25 743 

Total AQ 7118) 6544 "245229 4378625307024 | 52 
Years of participation 16 244,012 49.7 L337 98,179 9.6 
Age =! xe = 22 1,422 i 
Service and/or 
participation and/or age l 694 aol 231 54,617 5.4 
Other 3 AS) 9 162 40,892 4.0 
No vesting other than 
45 and 10 LO pele os 2.5), 1, 685" 9236, 440 19.2352 
Total 112. 490,590 100 847262, 01877962 100 


pee eer 26, Cake hs ere Ce en ere ete s FT) Weal s ee tas Fe 
Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 


While 2.5 per cent of members in the public sector and 2S. peLo 
cent in the private sector in Ontario are members of plans with no vest- 
ing apart from the minimum 45 and 10 requirement, the statutory provi- 
sion also modifies the effect of vesting provisions in many other plans. 
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It would ensure some vesting, for instance, for an employee who was aged 
45 and had ten years of service but less than ten years’ participation 
in the plan - if the latter condition was the regular plan provision. 
Note that the data in Table 20 refer to plan vesting otherwise provided; 
in fact the Pension Benefits Act requires inclusion of the 45 and 10 
rule whether or not there are other vesting provisions, unless the 
"regular" provisions are equal or better for every employee. 


Not only is there a legal requirement that a pension be paid at re- 
tirement for terminating employees who satisfy the vesting rule, but the 
Pension Benefits Act requires that employee contributions be locked-in. 
Thus an employee who terminates after ten years of service and at age 45 
or later must leave his or her contributions in the pension fund. Just 
as a plan may provide for earlier vesting, it may provide for earlier 
locking-in. Under the act a plan may allow the employee to receive a 
cash payment of up to 25 per cent of the commuted value of the vested 
annuity. (14) 


Members who terminate employment before satisfying any vesting 
conditions receive a refund of their own contributions - usually with 
interest, although the interest rate applied may be less than the inter- 
est rate earned by the pension fund. Sometimes the employee is given a 
choice of a refund of his or her own contributions or a deferred pension 
as accrued under the pension formula of the plan. 


In non-contributory plans, no benefit is available to a member who 
terminates employment before meeting the vesting conditions in the plan. 


Table 21 shows provisions in Ontario plans for disposition of 
employee contributions. 


Table 21 
Disposition of Employee Contributions on Termination of Service Prior 
to Retirement in Contributory Plans, Ontario, 1978 


Public sector Private sector 
Per cent Per cent 


Plans Members members Plans Members members 


Refund with forfeiture 


of vesting [4035 4 Ome oe 2 SO ec Oo yaa 64.0 
Refund with retention 

of vesting 16 625 al 1,584 AG TOT2 Lie4 
Refund with no vesting Se lO gS 77, Tet wh, UU Dien Ole dbewall 
No refund 1s 149 ~ 224 217435 6.5 
Total 3 sme645 005 100 6,20 BaZ20,9k3 100 


ives 29, AS be mien Wa. eee ee AP ee oe et Se heer mE ANS ee ee 
Source Statistics Canada, "Pension Plans in Ontario, January 1, 1978," 
unpublished. 
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Thus, 99.9 per cent of members in the public sector in Ontario and 
93.5 per cent in the private sector are entitled to a refund of contri- 
butions. Interestingly, 27,435 members in private sector plans are not 
eligible for refunds compared to 149 members in the public sector. There 
is no statutory requirement to refund employee contributions upon termi- 
nation prior to vesting. 


The Pay Research Bureau found the following interest rates paid on 
refunded contributions: 


Table 22 
Interest on Refunded Contributions, Canada 


Interest on refunded Management/ 
contributions professional Office Non-of fice 

(Per cent) (Per cent of employment) 
Under 3.0 me ote Ale) 
Se 08tO? 3.9 dels 10.4 8.8 
4.0 to 4.9 52.4 50.0 54.4 
5. 07-0%6..0 24.5 Ziel! 2a 
OskrLO 23';'0 2.4 Ss) 30 
Variable rate Wed 2a Te2 
No interest paid deal 1.6 2.9 
Rate unknown =O 0 eye) 


Source Pay Research Bureau, Employee Benefits and Conditions of Employ- 
ment in Canada, 1978, p. 75. 


MULTI-EMPLOYER PLANS 


A multi-employer pension plan is one established by two or more 
employers in an industry or related trades for the benefit of their em- 
ployees. Such plans typically exist in industries characterized by a 
large number of small competing employers using large numbers of skilled 
workers, who move frequently from employer to employer while remaining 
in the same trade union. The multi-employer appproach is suited for 
such industries as construction, in which it is often impracticable, 
because of the temporary nature of the employer-employee relationship, 
to maintain separate pension or insurance programs. In the case of a 
more permanent operation, a small machine shop for example, access to a 
multi-employer plan may be the only solution for the proprietor who 
wishes to provide pensions without assuming an undue obligation of cost 
and paper work. At present, multi-employer pension plans are operated 
for members of a wide variety of trade unions: plumbers, bricklayers, 
machinists, labourers, teamsters, typographical, iron, electrical, sheet 
metal workers, and others.(15) Portability is achieved, in that employ- 
ees do not forfeit their pension credits when they move from one parti- 
cipating employer to another. Even greater portability is possible 
wnere reciprocal agreements are made among several multi-employer plans, 
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so that workers do not forfeit benefit rights by moving from the juris- 
diction of one plan to that of another. 


The Canadian Labour Congress originated the Canada-Wide Industrial 
Pension Plan (CWIPP) - a non-profit pooled plan, mainly for small groups 
(100 or fewer employees). The Board of Trustees has equal representa- 
tion of labour and management. Benefit features are uniform except for 
the level of unit pension credited for each unit of service, and the 
amount of past service to be recognized, both of which are decided by 
union-management negotiations in each group. Contributions are from the 
employer only and are based on the age and service profile of employees 
in the group to be enrolled. 


CWIPP guarantees full benefits in the case of group termination 
after ten years of enrolment. It provides full portability for employ- 
ees moving from one CWIPP group to another and vesting after 18,000 con- 
tributory hours of employment. It has a membership of 31 participating 
groups with 1,800 employees in two provinces. (16) 


Establishment of a multi-employer plan is usually the result of a 
negotiated agreement between a group of associated employers and a union 
or council of unions(17) representing employees in the trade or indus- 
try. Such an agreement may become binding on other employers with whom 
the union has or may later acquire bargaining rights but who are not in- 
itially members of the employers' negotiating group. 


Most multi-employer plans are non-contributory, with employer con- 
tributions (usually in cents per hour) and member benefits based on the 
number of hours worked. Pensions are of the flat benefit type rather 
than earnings-related. Since contributions and benefits are negotiated 
on an industry-wide or geographic basis, there is no direct relationship 
between costs and benefits for a particular employer. In fact, one em- 
ployer may in effect subsidize another, since differentials in such cost 
factors as age distribution of employees are not always reflected in 
contribution rates for different employers. Similarly, cost pooling may 
have the effect of spreading among all employers the cost of past ser- 
vice benefits, otherwise more onerous for some employers than for oth- 
ers. Management of the plan is the responsibility of a board of trus- 
tees, which may be composed of employer and employee representatives, 
employee representatives only, or (in theory at least) employer repre- 
sentatives only. Membership or service of an employee under the plan is 
not deemed to be terminated until such time as he is no longer employed 
by any of the employers of the group or a member of the union. Thus an 
employee may move from employer to employer within the group with com- 
plete continuity of membership, service, and entitlement. 


The benefit formula generally provides a fixed monthly pension for 
each unit (e.g., 1,000 hours) of credited current service. The amount of 
pension is determined by the trustees on the advice of an actuary. In 
general, benefit improvements depend primarily on the ability and will- 
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ingness of the parties to increase the contribution rate. Benefit 
increases may also be possible if the plan experience is favourable - 
for example, if investment earnings are greater than anticipated. Such 
"gains" serve to enhance the solvency of the plan, since they cannot 
reduce the employers' cost. 


Several characteristics of mlti-employer plans not only distin- 
guish them from other employment pension plans (often in a commendable 
way) but also present special problems for their administration and reg- 
ulatory bodies. The aspects considered here are: delinquencies, vesting, 
portability, funding and solvency, and actuarial certification. 


Delinquent Employers 


Some degree of contribution delinquency is to be expected in most 
multi-employer plans. Because the majority of employers involved are 
small and lack depth of financial resources, the slightest reduction in 
demand for their services may give rise to difficulties in meeting their 
financial commitments, including payments due to the pension plan. In 
prolonged slack periods many participating employers may go out of busi- 
ness. If the plan is not to suffer a loss, the trustees therefore must 
watch for delinquencies and make every effort to collect contributions 
due. In practice, despite the widespread use of fines and grievance pro- 
cedures, delinquency remains a matter of considerable concern to many 
administrations as well as to supervisory authorities. If the employer 
goes out of business it may be impossible to collect arrears of contri-= 
butions; as a consequence there will be a loss of benefits by his own 
employees and, conceivably, by all plan members. 


If delinquencies cannot be eliminated completely, a reduction in 
the actual losses suffered might be affected by: 


a) requiring trustees to report delinquent employers to regulatory 
authorities; 


b) enabling regulatory authorities to take action against 
delinquents; 


¢c) providing in legislation that contributions payable are trust 
monies and are first charge on assets of an employer in event 
of cessation of operations or bankruptcy. 


Vesting (18) 


The vesting rule provided in Section 21(1) of the Pension Benefits 
Act is more readily applied to single-employer plans than to mud Gi 
employer arrangements. It refers to ten years of continuous service 
with an employer or ten years' membership in a plan. Under a multi- 
employer plan, it is common for a union member to work continuously for 
ten years but for a number of different employers, as in the construc— 
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tion industry. A literal interpretation of the act would deny such 
an employee mandatory vesting (if age 45) unless plan membership also 
totalled ten years. 


Qualifications for plan membership also may serve to impair peo- 
ple's pension rights. Most plans of this type require that the person 
be a "member in good standing" of the union - that is, one who is not 
more than a certain period in arrears in payment of union dues. How- 
ever, "good standing" can be lost by disciplinary action of the union, 
such as a period of suspension or expulsion. In that event a pension 
could be deprived of pension entitlement, or the ability to achieve 
entitlement, by virtue of constitutional rules of a union. Whatever 
redress the union member may have through the union's internal appeal 
procedures Or in the scourts, dit must be almatteme ot concern that a 
disciplinary action can cause a break in continuous membership and so 
deprive the individual of pension credits already earned. 


Continuity of service for vesting purposes is usually given a 
liberal meaning in multi-employer plans. In a single employer plan, it 
is easy to determine whether a participant has terminated; he or she is 
either still employed or not employed. Under a multi-employer plan it 
is not so simple. An employee in a mobile industry such as construction 
may experience steady employment for nine months and then not work 
for the next three months. If this three-month layoff constituted a 
termination of employment, and the employee did not have ten years of 
plan membership and was not vested, all accrued benefits would be lost, 
even if the worker were to be rehired by a participating employer. 
However, the typical multi-employer plan treats service as broken only 
if a member fails to earn a minimum number of pension credits in a 
certain period: e.g., one-half year's credit within three consecutive 
years. 


Portability 


Because employees in certain industries and trades are mobile 
not only within a particular area or province but also nationally, 
their pension needs can be met only if portability is assured through 
reciprocity among the several plans in which they may be involved. When 
it becomes necessary for employees to work outside the jurisdictional 
area of the local union of which they are members (the "home local") 
they can either apply for a "travel card," or transfer membership to 
the local union of their new work area. A travel card permits them 
to work within the jurisdictional area of a particular local without 
relinquishing membership in the home local. Without a reciprocal ar- 
rangement for pension rights, however, non-vested workers who transfer 
to a new local lose the benefits they have earned within the home local. 
Travel card employees moreover do not accrue benefits in the home local 
plan while working outside of its jurisdictional area, nor are they 
entitled to pension credits in the plan of the local in whose area they 
are working. . 
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Where multi-employer plans are linked by reciprocal agreements, 
employees do not suffer a loss of benefits by transferring membership 
to another local or working with a travel card. The ideal would be 
a national plan for each industry or trade, as currently in effect 
for the elevator industry. However, it must be recognized that the 
number of employers involved in that industry is relatively small. In 
others, there is less likelihood that national plans will materialize; 
provincial plans are a more realistic possibility. 


Funding and Solvency 


Multi-employer plans, with their combination of fixed contributions 
and defined benefits, present special problems for regulatory agen- 
cies in applying the solvency standards established under the Pension 
Benefits Act. In the case of a defined benefit plan the employer is 
required to pay annually such amounts which, when added to any employee 
contributions, are sufficient to provide the promised benefits over 
time. The employer is also responsible for meeting any experience defi- 
ciency that may arise. In a money-purchase or profit sharing pension 
plan the employer is liable only for contributions at the rate stipu- 
lated in the plan; there is no liability for any failure of the invested 
funds to produce a specific level of pension. These requirements cannot 
both be applied to a single plan unless it contains distinct money- 
purchase and defined benefit components. For the solvency rules to be 
enforced in respect of multi-employer plans it has been necessary to 
interpret the regulation in a practical manner and, in some cases, to 
require that the plan provisions be modified. 


First there is the question of who, in a multi-employer plan, 
has the funding responsibility which the legislation assigns to the 
employer. Apart from the potentially serious problem of delinquencies 
discussed above, it is plainly beyond the power of any one participating 
employer to control the plan's solvency. Hence, the regulatory agency 
must resort to the expedient of insisting that certain measures be 
taken by the trustees; the penalty for non-compliance, presumably, 
is deregistration of the plan. It follows that the obligation of each 
employer is treated as the equivalent of a defined contribution (money- 
purchase) commitment, although the plan as a whole is of the defined 
benefit type. 


In the second place, the reality of a fixed COMER bUutIoOn- rate 
must be reconciled with the desirability (in most cases) of providing 
a defined benefit. When it becomes evident that the specified contri- 
bution rate is insufficient to support the plan benefits - and assuming 
that the contribution rate is not renegotiated for some time at least — 
solvency of the plan can be maintained only by means of a reduction in 
benefits. The regulatory authority must be satisfied that this remedy 
is available; the multi-employer plan, like a single-employer plan, must 
not be permitted to promise more than it is able to deliver. 
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A third problem of regulation is that of properly assessing actu- 
arial estimates in the context of a number of companies, many of them 
operating on a small scale and likely to disappear altogether when 
there is a downturn in the market for their output. A multi-employer 
pension plan with a substantial liability for past service benefits is 
particularly vulnerable to cutbacks in employment; the special payments 
required to amortize the unfunded liability are not variable as current 
service costs are. A given level of benefit is tenable only so long 
as overall employment, and therefore contributions, remain at or above 
the level assumed for the purpose of calculating the benefit. A severe 
or prolonged recession in the trade or industry means that the fixed and 
variable plan costs together will begin to exceed the revenue available. 
The same will be true if one large or several small firms go out of 
business; their contributions are no longer flowing into the fund to 
support the special payments for past service which, in normal Circum= 
stances, would give no special cause for concern. Where a single- 
employer plan encounters a similar cost increase (per covered employee), 
the employer has an obligation to make up the deficiency. Ina multi- 
employer plan there is no such recourse to the funds of the Linmien 
which the problem has arisen. Similarly, a single-employer plan will 
be wound up if a bankruptcy or other shutdown occurs, and the benefits 
of workers in other companies will not be affected; while in a multi- 
employer plan, the economic difficulties of a few may affect the pension 
benefits of employees throughout the plan. Most serious are those 
instances where a prolonged decline in an entire industry precludes any 
significant or timely increase in the rate of employer contributions. 


Since solvency is so heavily dependent on the knowledge and judg- 
ment of actuaries and regulatory bodies, it will not be helpful to rely 
on a single rule governing the formulation of employment and revenue 
assumptions in a multi-employer plan. Nevertheless, it is apparent to 
the Commission that multi-employer pensions call for special attention 
in the area of solvency, if only to ensure that the protection envisaged 
by the Pension Benefits Act is extended as far as possible to members of 
these plans as well as those in single-employer plans. 


Actuarial Certification 


Currently the form of certification provided by actuaries for 
multi-employer plans varies. Some actuaries provide certificates as 
though these were purely defined benefit plans and show the contribution 
rate required to provide these benefits which may be higher or lower 
than that actually in force under the negotiated agreement. Other ac— 
tuaries take the view these are essentially money-purchase arrangements, 
since the contribution rate is clearly defined and is coupled with a 
clause allowing the benefit to vary; they certify only that the rate of 
contribution to the plan is in accord with the terms of the agreement. 
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Neither of these forms of certification is suitable. There is 
insufficient disclosure to enable the regulatory authorities and plan 
members to ascertain the true financial position of the plan. 


REGISTERED RETIREMENT SAVINGS PLANS (RRSPs) 
Description 


Two decades after its introduction in 1957, the Registered Retire- 
ment Savings Plan (RRSP) has evolved into an important savings vehicle 
in Canada.(19) Initially the program was rather slow to take root 
prompting one researcher in the mid-1960s to observe that "a tax deduc- 
tion scheme that attracts only 1.4 per cent of eligible taxpayers must 
be judged something less than a smashing success."(20) Since that 
time the program has been expanded and extended well beyond its initial 
limits and consequently has attracted increasing taxpayer participation. 
By 1976, the latest year for which data are available, 10.5 per cent 
of the over 12 million persons who filed income tax returns in Canada 
reported RRSP contributions, with a record level of over $2 billion. 
With annual accumulations of this magnitude the program has come to 
represent an important component of gross personal savings in Canada. 


The RRSP was designed primarily to assist people with earnings 
but not involved in employment pension plans to create a fund for the 
purpose of providing retirement income. They were offered some of the 
tax advantages available to members of registered pension plans. At the 
same time, the opportunity to contribute to an RRSP was also given to 
those who were members of employment pension plans, although in somewhat 
lower amounts. 


Registration of a retirement savings plan with Revenue Canada 
permits the holder to deduct contributions from gross income for tax 
purposes, and the income from investments of the RRSP is not taxed. Tax 
is paid, however, when the funds are withdrawn from the RRSP. Thus 
taxes are deferred during the period of accumulation, as they are in the 
case of a registered pension plan. 


Tne Registered Retirement Savings Plan is a contract between an 
individual and an insurance company, trust company, or another institu- 
tion authorized to issue investment contracts. Each plan must conform 
to Section 146 of the Income Tax Act, whose detailed provisions may be 
summarized as follows: 


- They limit the investment of RRSP funds to "pension-type" in- 
vestments in order to prevent taxpayers and their advisers from 


speculating with retirement income. 


- They guard against the use of RRSPs to achieve tax and estate 
planning objectives rather than to provide a retirement income. 


ISS) 


The present amount of contributions which are tax deductible is 20 
per cent of earned income to a maximum of $5,500 per year for those who 
are not members of a pension plan. Where an employer contributes to a 
pension plan, the employee may deduct RRSP CONLTIDULIONS Ub CO 20 pen 
cent of earned income, subject to a maximum of $3,500, less the amount 
of the employee's own contribution to the pension plan. In addition, a 
worker may make all or part of the permitted contribution for his or her 
spouse even though the spouse may have no earned income. (21) 


All amounts withdrawn from RRSPs are subject to tax, but several 
options are available at retirement. Unless the RRSP holder withdraws 
all or part of the funds (which are then taxed as income in that year) 
the accumulated value must be used to provide a regular income, through 
an approved annuity contract or investment vehicle. 


Until 1978 the proceeds of an RRSP had to be taken in the form of a 
life annuity purchased from a life insurance company and commencing be- 
fore the contributor's 7lst birthday. The annuity could have a guarantee 
period or be in a joint and survivor form. Two other options are now 
available. Under the first, the assets are converted into a "term cer- 
tain" annuity with equal payments ceasing at age 90. Under the second, 
the assets are transferred into a Registered Retirement Income Fund 
(RRIF) out of which must be paid each year an amount equal to the value 
of the fund at the beginning of the year divided by the number of years 
from the annuitant's age to age 90. In any case the income payments 
must start not earlier than age 60 nor later than age 70. 


By selecting the RRIF option the individual is not forced to give 
up control of the investments in his or her RRSP upon reaching age 71. 
The RRIF however does not offer complete flexibility; annual payments 
start at 5 per cent of the fund or less, which is probably well below 
the interest earned sy the fund, then rise quite rapidly to a maximum 
when the annuitant is age 89 and then stop. If the annuitant dies before 
age 90 the remaining assets are available to the beneficiary or estate. 


These matters and the permitted investments are described in detail 
in the taxation chapter. 


Although each plan must conform to the Income Tax provisions, room 
exists for considerable variety within the prescribed limits. An insur- 
ance company RRSP may be associated with a life insurance policy with a 
cash surrender value, for instance, or it may involve the immediate pur- 
chase of a deferred life annuity. Other RRSPs may be common stock or 
mutual fund plans investing in the stock market, or mortgage and bond 
funds, or savings deposit plans. RRSPs may also be self-administered, 
with individuals selecting their investments from those permitted. Ad- 
ministrative charges vary in form and amounts. Some may be "front-end 
loaded" - that is, an amount deducted from the contribution. Such 
charges may result in a loss of capital if funds are withdrawn before 
interest earnings have covered the initial deduction. 
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A group RRSP may be established; a single fund is set up for the 
group, but is similar to an individual RRSP so far as each member is 
concerned.(22) Such an arrangement amounts to a collection of individ- 
ual RRSP contracts under the general sponsorship of an employer or asso- 
Ciation. The employer, although not entitled to tax deductibility for 
group RRSP contributions as such, may arrange to pay employees certain 
amounts (bonuses, etc.) on condition that they immediately transfer 
these payments to an RRSP. In practice therefore, a group RRSP can be 
financed entirely by employer money, technically paid first to individ- 
ual employees but in fact channeled directly into the plan. 


Groups RRSPs are not subject to the rules and reporting require- 
ments of the Pension Benefits Acts, although they resemble employment 
pension plans in many respects. By their nature they provide full and 
immediate vesting of employer contributions and are solvent at all 
times. A group RRSP in combination with a deferred profit sharing plan 
is sometimes considered by the employer preferable to a registered pen- 
Sion plan. 


RRSPs have generated a large amount of new saving from people who 
do not belong to pension plans and also from many who do. They have, 
however, another important effect which may have been considered inci- 
dental when they were established. RRSPs form a very convenient deposi- 
tory for savings originally made in some other form; a substantial part 
of the assets accumulated in RRSPs undoubtedly consists of transfers 
from other sources. Such transfers may occur, for example, when a pen- 
sion plan is wound up and the members do not want to have annuities 
(immediate or deferred) purchased for them from an insurance company. 
The Income Tax Act also allows tax-free transfers to RRSPs of certain 
payments received by employees or pensioners: a superannuation or pen- 
sion benefit, a payment under the Old Age Security Act or a provincial 
supplement, a Canada/Quebec Pension Plan benefit, a retiring allowance, 
or money received from a deferred profit sharing plan. 


Growth of RRSP Funds 


Statistical data on RRSPs and RRSP contributors are provided in a 
paper prepared by Harry Weitz for the Commission and reproduced in 
Volume VIII. Some data have been used in the foregoing outline; statis- 
tics for contributors and participation are discussed in Chapter 8. 


Increasing contribution levels and rising participation are re- 
flected in a steadily growing flow into RRSP funds. What started out as 
a trickle of funds in the mid-1950s and early 1960s became a veritable 
flood by the early 1970s. In the first ten years of their existence, 
1958 to 1967, gross contributions into RRSP funds amounted to about half 
a billion dollars ($547 million); ten years later the accumulated gross 
inflow had exceeded $9.6 billion. 
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In 1977 alone, contributions amounted to well over Soren br liao, 
more than four times the amount contributed in the first ten years of 
the program. 


Taxpayer participation in RRSPs appears to be responsive to the 
level of tax deferment allowable. As shown in Table 23, each upward 
adjustment in allowable contribution ceilings has brought increased 
contributions into the RRSP market. After a period of moderate year 
to year increases in gross cash inflows, the pattern was interrupted 
in 1965 by a sharp rise of some 42 per cent over the previous tax pe- 
riod. This acceleration clearly was the response to a 1965 amendment 
which increased the contribution ceiling from the lesser of 10 per 
cent of income or $1,500 for contributors to private pension plans and 
$2,500 for all others, to 20 per cent of income, but with dollar limits 
remaining unchanged. The next peak appears in L972.) aan thats year 
contributions limits were raised sharply to the lesser of 20 per cent of 
eligible income, or $2,500 for private plan contributors and $4,000 for 
others. At this point gross contributions more than doubled to over 
$645 million in 1972 from $319 million the previous year. In 1993, Senne 
second year in which these higher contribution levels applied, gross 
contributions to RRSPs rose by another 43 per cent and then fell back in 
1975 to a growth rate of 23 per cent, but still amounted to well over 
$1.5 billion. The latest increase in allowable limits was made in el O76, 
raising the dollar level to $3,500 for contributing plan members and 
$5,500 for others. In that year taxpayers responded by increasing their 
input by some 39 per cent, for a one-year record.  0fe S22 115 *bElal von, 
Although the contribution level continues to grow, and preliminary 
figures for the 1977 tax year indicate that another $2 3554bieitvon 
were placed in RRSPs, the growth rate declined to ll per cent. Any 
conclusion to be drawn from this apparent downward trend in growth rate 
would be very speculative and premature at this time, since a single 
observation cannot be construed as indicative of a trend. 


The trend as shown in Table 23 represents only the gross inflow 
into RRSP accounts and not the net amount that remains for long-term 
accumulation. Obviously, if the inflow is responsive to tax stimulus, 
some portion of these tax-sheltered funds must be vulnerable to early 
withdrawal. Also, over two decades of operation, the program contains 
some element of maturing holdings that must be withdrawn to purchase 
annuities. We must ask therefore, how much of the more than $10 billion 
that has flowed into RRSP accounts still remains for long-term accumula- 
tion to provide pension income for their holders. 


Comprehensive data related to total assets held in RRSP funds are 
not available, but some broad estimates can be made. Fairly complete 
data of net RRSP holdings by trust companies and mutual funds can be 
derived from recently published material.(23) The major information 
gaps are insurance company RRSP funds which, in practice, represent a 
relatively small proportion of total RRSP sales. The relative size of 
the insurance company activity in the RRSP program may be seen in unpub- 
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lished data from Revenue Canada, showing the number of new RRSP accounts 
that came into existence in the 1976 tax year. According to these data, 
of the nearly 705,000 new accounts in 1976, less than 180,000 were with 
insurance companies; in other words, they had about one-quarter of the 
new business in 1976. Data for these current funds as well as past ac- 
cumulations are not available with one minor exception, the RRSP compo- 
nent of insurance company segregated funds designed primarily for the 
private pension industry. Of total segregated fund assets of well over 
$3.5 billion in 1977(24) only $200 million were RRSP allocations. 


Table 23 
Contributions to RRSP Funds in Canada, 1958-1977 
Annual contributions Annual increase 
(Thousands of dollars) (Per cent) 

1958 19,004 = 
1959 20,000(a) 5 
1960 21,520 = 
1961 347322 20 
1962 40,456 18 
1963 46,456 5 
1964 57,104 24 
1965 81,997 42 
1966 100,618 ; 23 
1967 118,864 18 

1958-1967 546,947 
1968 142,618 20 
1969 178,600 25 
1970 2257-200 26 
1971 319,800 42 
1972 645,100 100 
1973 922,600 43 
1974 124351, 100 35 
1975 17524, D00,, = 23 
1976 Zeit 7500 39 
1977 2Z7o 0, 000(D) i 

1968-1977 9,672,618 
Total 1958-1977 10,297,565 


a Estimate 

b Preliminary 

Source Revenue Canada, Taxation Statistics, reports for taxation years 
1958-1976; and preliminary data from Revenue Canada, Taxation. 


Based on these data, it is estimated that by the end of 1977 assets 
held in RRSP funds, exclusive of those held by chartered banks and in- 
surance companies (other than the limited segregated component) amounted 
to well over $6 billion. The actual amount undoubtedly is considerably 
higher, probably closer to $7 billion. On this basis, therefore, the 
actual flow of $10 billion into RRSPs has ended with a 30 to 35 per cent 
net cash-out. In this context, however, "cash-out" includes withdrawal 
to purchase an annuity; how much was removed in lump-sum amounts EOE 
other purposes is not known. In general, the cash-out rate is about 
what one would expect in a program where approximately 80 per cent of 
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participants indicate that their purchases were made for pension pur- 
poses, as disclosed in the Commission's survey. Assets remaining in RRSP 
funds represent in large part a substantial pool of savings for pension 
purposes. 


DEFERRED PROFIT SHARING PLANS 


Profit sharing plans are plans provided by employers whereby em- 
ployees share in the profits of the enterprise. In some cases DEGREE 
sharing takes the form of a periodic cash distribution. In others the 
payments are deferred, with the accumulated value payable on retirement 
or in other contingencies such as death, disability, permanent layoff, 
or voluntary termination. Deferred profit sharing may be substantially 
the same as an employment pension plan except for provisions governing 
the employer's contributions. 


Income tax treatment differs according to type of plan. A direct 
cash distribution of profit to employees is taxable as wages or salaries 
and is a deductible business expense. Deferred profit sharing is found 
in three distinct forms - often identified by reference to the applica- 
ble tax provisions: 


1. Profit sharing pension plans, that is registered pension plans 
where the amount of employer contributions is determined by 
profits, subject to a minimum annual payment. Many are in fact 
money-purchase plans, although some have a defined benefit com- 
ponent, e.g., for past service. 


2. Deferred profit sharing plans (DPSPs) registered under Section 
147 of the Income Tax Act. They are subject to certain restric- 
tions (e.g., as to investments, vesting, amount of contribu- 
tions) and enjoy some of the tax advantages of registered pen- 
Sion plans. 


3. Employee profit sharing plans, defined in Section 144 of the 
Income Tax Act. These are not registered, and indeed have no 
special tax privileges applicable to their members. 


The deferred profit sharing plan offers tax advantages to both em- 
ployer and employee. Employer contributions in respect of any employee 
are subject to an overall maximum of $3,500 per year (or 20 per cent of 
the employee's salary if less) including contributions to any other 
plan. The act requires that a minimum contribution be made by the 
employer, usually $100 per employee, in any year in which profits are 
earned. The method of determining the employer's total contribution and 
the method of allocating it among employees may be determined by a 
formula or may be at the employer's discretion. 
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As in the case of registered pension plans the employer's contribu- 
tions are deducted from the employer's income before tax and are not 
taxed as income of the employees. Further, the interest income and 
realized gains of the profit sharing fund are tax free if the fund is 
invested in qualified securities. In general any payments out of the 
fund to members are subject to tax. Employee contributions to a DPSP 
are however not tax deductible, and so are not taxable when withdrawn. 


While a deferred profit sharing plan may be established with the 
object of providing for the employee's retirement, the benefit does 
not necessarily have to be taken in the form of a life annuity. Cash 
distributions at retirement or earlier are permitted and the benefit 
may be transferred to a Registered Retirement Savings Plan or an income 
averaging annuity. 


In some plans the employee receives a distribution of shares in 
settlement of the rights under the plan. He then pays tax on the amount 
of allocations from the employer, from the investment income, and from 
realized capital gains; but he may defer paying tax on unrealized gains 
in the shares until he ultimately sells them. 


The ability to take the benefit in the form of a lump sum or over a 
few years is a major difference between a deferred profit sharing plan 
and a registered pension plan. On the other hand, a DPSP cannot provide 
past service benefits, nor can it upgrade benefits by amendments in 
order to offset inflation. 


Another important difference is that each allocation to an employee 
must vest within five years of the time of its allocation, regardless of 
the employee's age and total service; and in any case on retirement or 
disability. The DPSP vesting rule therefore is quite different from that 
for pension plans where benefits need not be vested until a member has 
ten years of service and has attained age 45. 


For an Employees Profit Sharing Plan as defined in Section 144 of 
the Income Tax Act there are no registration requirements and no special 
tax concessions, except that employer contributions are a deductible 
business expense. While the trust itself is non-taxable, all invest- 
ment income including capital gains and losses must be allocated to 
individual members and is treated as their income for tax purposes. 
The same applies to employer contributions and any amounts forfeited 
by non-vested members. Employee contributions are not deductible from 
income for tax purposes. On the other hand, such a plan offers the 
individual a tax-free payout as is the case with personal savings - 
to the extent that tax has already been paid on the income. The ac- 
cumulated amount may be used to purchase an annuity, in which case 
only the interest portion of payments will be taxable. In addition, 
in contrast to various registered arrangements, the member benefits 
directly from certain offsetting tax features such as the dividend tax 
credit, interest deduction, and the lower tax rate on capital gains. 
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Statistics as to the coverage, contributions, and benefits of 
deferred profit sharing plans (DPSPs) are scarce, and are almost non- 
existent for non-registered types of profit sharing. 


A survey published in March, 1977 by Hewitt Associates concerned 
210 large corporations in Canada who responded, out of 1,800 who were 
invited to participate in a survey of capital accumulation plans. (25) 
Of those responding, approximately one-quarter reported some type of 
capital accumulation plan. Almost all the participants with capital 
accumulation plans also had pension plans. 


Of the 58 plans reported 29 were not registered, including Employ- 
ees Profit Sharing Plans meeting the requirements of Section 144 of the 
Income Tax Act. Fourteen were Registered Deferred Profit Sharing Plans, 
eight were group Registered Retirement Savings Plans, and seven were 
combinations of DPSPs and RRSPs. No information is available as to the 
total membership, contributions or assets of these plans. 


Revenue Canada reports that 22,400 Deferred Profit Sharing Plans 
had been registered to the end of last year, but it is not known how 
many of these have been discontinued. In 1978, 1,003 new plans were 
registered. Many, it is believed, are "shareholder" plans with only one 
member, but the total membership is not known to the Department. 


Employees Profit Sharing Plans do not have to be registered, but 
some employers notify the tax authorities if they operate such plans. 
Revenue Canada has received 140 notifications of Section 144 plans. 


Tables 24 and 25 show separately the number and membership of 
registered profit sharing pension plans and DPSPs in selected years. 
Combining the figures shown for 1976, the latest year for which data for 
both types are available, it will be seen that the total number of plans 
was 3,397. Of these, 231 or 6.8 per cent were of the pension variety —- 
that is, treated as pension plans for tax purposes. 


Table 24 


Number and Membership of Registered Profit Sharing 
Pension Plans, Canada, 1960-1976 


Annual total 


Plans Members 
1960 211 25, OL 6 
1965 siogl Zo1259 
1970 310 Zo T4 
1974 258 19,184 
1976 23 20,092 


Source Statistics Canada, Pension Plans in Canada, 
1LO7G674psr 7). 
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Table 25 
Number of Deferred Profit Sharing Plans Registered 
under Section 147 of Income Tax Act, Canada, 1970- 


1978 

Annual total Cumulative total 
1970 948 
£972 982 aver 
1974 BPE S18, Syke 
1976 37166 15,436 
1978 2916 Ze 7 9 


Source Revenue Canada, Pension and Profit Sharing 
Plans Division. 


The majority of Section 147 plans are for shareholders. Those 
covering employees tend to occur in small enterprises, as shown in 
Table 26. 


Table 26 
Deferred Profit Sharing Plans, by Membership Size, 
Canada, December 31, 1977 


Type or range Number of plans 
Not known oor 
Shareholders only ise lh Sts! 

1 —- 10 employees 2 Oil, 
11 - 50 employees 35. 
51 - 200 employees ofa 

201 — 500 employees 16 
Over 500 employees aby 


Source Revenue Canada, Pension and Profit Sharing 
Plans Division, unpublished data. 
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NOTES 


(4) 


(>) 


Plans under federal jurisdiction are regulated by the Federal 
Pension Benefits Standards Act. 


Revenue Canada Taxation, Information Circular 72-13R6, Section 6. 
Wolo ~ Secierveya (So 


Ibid., Section 8(d) which defines a significant shareholder 

as "one, who alone or in combination with a parent, spouse, or 
child own, controls, or has a beneficial interest, directly or 
indirectly, in shares that represent 10 per cent or more of 
the voting power attached to all shares of a company that is 
participating in the plan." 


There were 1,668,895 members in 8,665 plans registered in Ontario 
in 1978 with 648,014 members in the public sector and 1,020,881 
members in the private sector. 


Statistics Canada, Pension Plans in Canada, 1978, Cat. 74-401, 
p.- 38. 


This is a popular form of benefit in some countries, e.g., Japan. 
SORSOrs RM AV ATS AICI he WK Roi 
IES (G4 72-13R6, Se 6(b). 


Explanation adapted from Canadian Life Insurance Association 
Briefs No. 1 and 94. 


This is the formula for benefits payable after September 1, 1976. 


Cited in Canada at the Pension Crossroads by Keith He. Cooper and 
Colin C. Mills, Financial Executives Research Foundation 1978. 


Section 21 (1) and (2) of the Pension Benefits Act provides: 


"21.-(1) A pension plan filed for registration in accordance with 
Section 18 shall contractually provide that, 


(a) a member of the plan who has been in the service 
of the employer for a continuous period of ten 
years, or has been a member of the plan for such 
period, whichever first occurs, and who has attained 
the age of forty-five years, is entitled, upon 
termination of his employment prior to his attaining 
retirement age, or upon termination of his membership 
in the plan prior to his attaining retirement age, to 
a deferred life annuity commencing at his normal 
retirement age equal to the pension benefits (except 
pension benefits provided by voluntary additional 
contributions) provided in respect of service as an 
employee in Ontario or in a designated province, 


(218) under the terms of the plan in respect of 
service on or after the qualification date, 
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(b) 


(c) 


(ii) by an amendment to the terms of the plan made 
on or after the qualification date, or 


(iii) by the creation of a new pension plan on or 
after the qualification date; 


both the pension benefits provided under the terms 

of the plan and the deferred life annuity prescribed 
by this section are not capable of assignment or 
alienation and do not confer upon any employee, 
personal representative or dependant, or any other 
person, any right or interest in the pension benefits 
or the deferred life annuity capable of being 
assigned or otherwise alienated; and 


upon termination of his employment or upon 
termination of his membership in the plan, a member 
of the plan who is entitled to a deferred life 
annuity under clause a is not entitled to withdraw 
any part of his contributions to or under the plan, 
except voluntary additional contributions, in respect 
of service in Ontario or in a designated province 

on or after the qualification date, and such 
contributions shall be applied under the terms of 

the plan toward the provision of the deferred life 
annuity required to be provided to the employee under 
clause a. 


(2) Notwithstanding any provision of a pension plan, 


(a) 


(b) 


(c) 


the deferred life annuity prescribed by subsection 1 
is not capable of surrender or commutation during 

the lifetime of the employee and does not confer upon 
any employee, personal representative or dependant, 
or any other person, any right or interest in the 
deferred annuity capable of being surrendered or 
commuted during the lifetime of the employee; 


the pension benefits provided under the terms of the 
plan in respect of service after the qualification 
date are not, on or after the date of retirement of 
an employee, capable of surrender or commutation 
during his lifetime and do not confer upon any 
employee, personal representative or dependant, or 
any other person, any right or interest in such 
pension benefits capable of being surrendered or 
commuted during the lifetime of the employee; and 


an employee shall not withdraw any part of his 
contributions, not including voluntary additional 
contributions, paid under the plan in respect of 
service in Ontario or in a designated province on or 
after the qualification date, other than after, 
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(14) 


C1) 
(16) 


(17) 


(i) the termination of his employment, or 


(ii) the termination or winding up of the plan, 
prior to his attaining retirement age and in 
circumstances where he is not entitled to a 
deferred life annuity under subsection 1." 


Section 21 (3) and (4) of the Pension Benefits Act provides: 


"(3) Notwithstanding subsections 1 and 2, a pension plan may 


provide for, 


(a) vesting or locking in at an earlier age than 
forty-five years or upon service or membership in the 
plan for less than ten years, or for both; and 


(b) payment to an employee of an amount equal to the 
commuted value of the deferred life annuity or 
pension benefit to which the employee is entitled if 
the amount thereof payable to the employee at normal 
retirement age is less than $10 a month payable 
during his lifetime. 


(4) Notwithstanding subsections 1 and 2, where a pension plan 
so provides, an employee may receive in partial discharge 
of his rights under the plan as a lump sum, upon or abtery 
termination of employment or membership in the plan prioer 
to his attaining normal retirement age as defined by the 
plan, an amount that in total does not exceed 25 per cent 
of the commuted value of the deferred life annuity 


prescribed by subsection 1." 


Brief 209, Martin E. Segal Company, Ltd. 
United Steelworkers of America, Brief 239. 


Brief 229, Provincial Building and Construction Trades Council of 
Ontario - steps following negotiation of a collective agreement 
are described as follows: 


"(a) Jointly with the assistance of skilled help a Memorandum of 
Agreement and Declaration of Trust is drafted. 


(b) Each party to the agreement elects or appoints an equal 
number of Trustees who will administer the Pension Plans. 
The Unions usually assign their full time Representatives 
to act as Trustees and the Employers use people who are 
knowledgeable with money markets such as their Treasurers or 
Comptrollers as Trustees. 


(c) The Trustees then sign the Memorandum of Agreement and 
Declaration of Trust after same has been approved by the 
respective memberships. 
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(18) 
(19) 
(20) 


(21) 


(22) 


(d) The Trustees representing the parties then agree either 
to administer the Plan themselves or agree to hire an 
administrator who is an actuary or has actuaries on his 
staff to administer the Plan. 


(e) All parties are informed of the decision, then all 
contributing employers bound by the Collective Agreement 
have to submit to the Adminstrator on a monthly basis the 
negotiated cents per hour for each of their employees covered 
by the Collective Agreement. 


(£) The Trustees again agree after receiving submission from 
various Trust Companies what Trust Company they use as their 
depositing and investment vehicle. 


(g) The Trustees decide how the money will be invested, this is 
performed on the advice of specialists in the field. Because 
the Trustees come from unionized Employers and from the 
Unions, any money invested in the mortgage market on major 
projects and developments there is a stipulation that these 
projects and developments be built union or the money is not 
forthcoming." 


Much of the discussion of vesting is adapted from Brief 209. 
SinC eho Oi penCwy 2O). ESe elie 


Robert N. Schoeplein, "Taxpayer Participation Under the Registered 
Retirement Savings Program," Canadian Journal of Economics and 
Political Science, May, 1966, pe 229. 


S.C. 1974-1975, Chapter 26, Subsection 99(3), applicable to 1974 
and subsequent taxation years, gave the taxpayer the option 

of making contributions to a plan for his spouse in lieu of 
contributions to his own plan. 


Section 4 of Information Circular No. 72-22R5 dated February 22, 
1979 provides: 


"4. Group Arrangements or Contracts 


a) A group retirement savings plan arrangement may be 
implemented whereby a single trust is established to 
receive contributions to be used to provide a retirement 
income under individual plans of employees of an employer 
or members of an association or the spouses of such 
persons. For this purpose the employer or association 
must act as agent of the annuitant under each plan and 
of the contributing spouse, if applicable. The trust 
agreement must show the employer or association to be 
acting in this capacity and the application form signed by 
the annuitant must authorize the employer or association 
to so act as agent. 


b) Under trusteed group arrangements the property held by 
the trust on behalf of individual registered retirement 
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savings plans must be identifiable in respect of each 
individual plan. This may be done, for example, by having 
individual bank, trust company or credit union deposit 
accounts in the name of each RRSP or by establishing, 
within the trust, one or more funds and allocating units 
of or interests in those funds to each registered 
retirement Savings plan. 


c) Similarly, employees of an employer, members of an 
association or the spouses of such persons may contract 
with an insurer for the payment of a retirement income to 
be funded through a group annuity, deposit administration 
or segregated fund contract in the name of the employer or 
association acting as duly authorized agent of those 
indivy idua lice YArcOpya ct sthe Splanetext or a certificate 
meeting the requirements of the Uniform Life Insurance 
Acts must be made available to each annuitant 
participating in the group arrangement or contract. 


d) Administrative costs of a group arrangement or contract 
when paid by an employer constitute a benefit to the 
participating employees, however, the value of such a 
benefit is no longer required to be reported on form T4 
Supplementary provided receipts for same are not issued to 
the employees involved. It should be remembered that a 
non-profit organization would lose its exempt status under 
paragraph 149(1) (b) of the Act if it conferred a benefit 


on a member." 


Statistics Canada, Financial Institutions, Cat. 61-006, Quarterly. 


Statistics Canada, Trusteed Pension Plans Financial Statistics, 
VOUT, Cat. 74-201, pe 5. 


This survey is of limited value for a detailed study of deferred 


profit sharing plans because: 


- 1,800 companies were sent questionnaires, but the basis of 
selection is not: stated; 

- 210 returned answers; the report does not indicate to what 
extent this group can be considered a representative sample; 

=srOt Ghose. replying; only, 56. (2/7 (perscent)) hadgany. form "oF 
capital accumulation plan. 
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